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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 16293 


1 

2 Ottawa, Ontario 
Thursday, 

3 September 29th, 1960, 

‘ ---On commencing at 10:00 a.m, 

3 THE GHAIRMAN: Order, please, Very well, 

e Mr. Sinclair, 

: CROSS-EXAMINATION BY MR, SINCLAIR, resumed. 

é Q. Yesterday before adjournment, Mr, 

7 Stechishin, we were discussing the proposition and 

19 suggestion of the province of Manitoba that. 

_ intermediate points would be given the advantage of 

carrier competition on traffic moving from those 

ag points, even though carrier competition did not exist, 

As It was your position, as I understand it, that that 

AS would be justified on two grounds; one, that there 

16 would be introduced a new principle of recognizing 

# internal market competition and secondly, that this 

18 would be for the benefit of the railways in enabling 

15 them to maximize their net revenue. Is that a 

0 correct summary of it? 

ai MR, STECHISHIN: If by recognizing internal 

22 competition you mean retaining the relative geographical 

= advantages of intermediate shippers, yes. 

a Q. Why do you restrict it to intermediate 

as shippers? Let me give you an example. Say, for 

af example, that traffic is moving westbound at a 

2 competitive rate Toronto to Winnipeg, to meet truck 

28 


competition, and the market is Winnipeg and traffic 


is also moving eastbound a shorter distance, the same 
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ANGUS, STONEHOUSE.& CO. LTD. Stechishin, cr-ex, 16294 
TORONTO, ONTARIO 
(Sinclair) 


type of traffic into the Winnipeg market, which is 
the common market, why would you not extend the same 
principle that you have suggested for intermediate 
points? 

MR, STECHISHIN: Mr. Sinclair, our first 
recommendation on page 54 says: 

"That the railways should not be 
permitted to select the centres which will 
be allowed to compete in a given market," 

That does not necessarily restrict it to intermediate 
points. 

Q. But your brief did not cover other 
than intermediate points? 

MR, STECHISHIN: That is correct. 

Q. So what you are saying now on the 
proposition I put to you your principle would be that 
just as in the intermediate points that eastbound 
Shipment into Winnipeg would reflect the distance 
factor involved in its proportion of the total 
distance on the competitive rates in Toronto; correct? 

MR, STECHISHIN: I do not think you should 
be prejudiced by the lower rate from Montreal or Toronto 
that you just mentioned. 

Q. This would then be an extension of 
your principle to straight market competition irrespecti 
of intermediate et ak iain market competition? 

MR, STECHISHIN: It would appear to be 
that, from that first recommendation that I just read. 


Q. Now, Mr. Stechishin, you say that this 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin , er-ex, 16295 


TORONTO, ONTARIO 


(Sinclair) 


is based on"The railway should not be permitted to 
select the centres which would be allowed to compete 
in a given market." That is the basis? 

MR, STECHISHIN: That is correct, 

Q. I suggest to you the railways are 
not selecting the centres which would be allowed to 
compete in a given market; it is the competition 
that is foreing the rate in one place and that 
competition is not effective in the other place; is 
that not so? 

MR, STECHISHIN: I do not think that 
market competition is between two points, Mr. Sinclair. 
It is a situation created at a particular point and 
the railways then reduce their rates to get that 
traffic on the rail to that point. That is the 
paramount point to be considered here, 

Q. But the reason for the change in the 
normal basis to a competitive basis on the examples 
I have been giving you are based on carrier 
competition on one movement that is not existent 
on the other movement, so in both circumstances how 
are the railways selecting? 

MR, STECHISHIN: Let me give another 
illustration, Mr. Sinclair. If you have market 
competition at Vancouver, and a Calgary man and an 
Edmonton man had been competing in the Vancouver 
market and you decided to reduce the rate from 
Calgary to Vancouver, but not to reduce it from 


Edmonton to Vancouver, to get the traffic back on 
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rails, you would be selecting the point which would 
be permitted to compete in the Vancouver market, 

Qe And that, under the existing 
situation, under the law and the Railway Act in 
Canada would not be permitted? 

MR, STECHISHIN: It certainly would be. 
At least, as I interpret it, 

Q. Without carrier competition between 
Calgary --- 

MR, STECHISHIN: It is market competition 
at Vancouver. 

Q. Internal market competition? 

MR. STECHISHIN: I don't know what you 
mean by internal market competition, You talk 
about equality in your definition, I didn't say 
that, 

Q. I am amazed that after I have been 
discussing this with you for half an hour, and with 
your being in the traffic world for a few years, 
that you do not know the difference between internal 
and external market competition, Let me explain 
it to you, and I will start again. 

Internal market competition is what you 
have said in your brief is not recognized by the 
railways. Maybe you can help me, At the top 
of one page you say, "The railways do not recognize 
} he 

I'm sorry, Mr. Chairman, I am amazed that 


the witness does not understand what I have been 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin, Cr-@€X, 16297 


TORONTO, ONTARIO 


(Sinclair ) 

1 

2 putting to him, I thought it was extremely clear, 

3 COMMISSIONER MANN: At the bottom of the 

) page -- it is at the bottom of a page; that passage 

5 you are looking for, 

6 gat’ MR. SINCLAIR: It is on the bottom of a 

, page ena ‘wxterlds over to the top of another. That 

8 is what I had in my mind, Mr. Commissioner Mann, but 

9 I cannot find it, 

10 a Qe In any event, I won't waste time on 

11 “At, Mr. Stechishin. I will continue here, The 

12 | pas ineres peat off-shore competition at a Canadian 

13 point. An outstanding example is in the movement 

14 of bottles from Redeliff,. Alberta to meet competition 

15 on bottles from California, And that is Justified 

My on the basis that the foreign supplier moving his 

17 goods into a seaport by water or in any other way 

18 is providing competition to the Canadian producer, 

19 and the railways have and are allowed to recognize 

20 that as competition which may be the result of a 

1 competitive rate or an agreed charge. You 

9? understand that? 

23 MR. STECHISHIN: I am aware that is being 

24 done. 

25 Q. All vight. Internal competition -- 
| 6 let me give you am outstanding example. Let us 

27 take two salt mills; one at Lindberg, Alberta, and 

28 one at Minnedosa, Manitoba both manufacturing table 

99 salt, The railways, one serving the Lindberg 


plant, Canadian National; and Canadian Pacific railway 
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serving the Minnedosa plant, are not allowed to fix 
rates at a competitive basis to enable the traffic 
from the Canadian Pacific point, Minnedosa, to 
enter a market in competition with the salt 
manufactured in Lindberg, 

It is at page 16, paragraph 45, 

"The railways have stated that 
market competition is not recognized 
within Canada," 

Thank you very much, Now, that is 
exactly the point that you are going to change? 

MR. STECHISHIN: Well, you mentioned in 
the course of the rather long question that the 
railways are not allowed to meet that competition. 

Qe That is right. 

MR. STECHISHIN: I am-not aware of that 
fact, 

Q. You didn't know that? 

MR, STECHISHIN: That they are not allowed 
to --=- 

Q. Yes? 

MR, STECHISHIN: I did not, 

Qe You have never read these cases 
involving internal market competition? 

MR, STECHISHIN: I do not know of a 
judgment of the Board that says that the railways 
cannot meet competition. 

Q. Then, Mr. Chairman, I will have to -~- 


when I have a traffic witness on the stand, to make 
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that inevitable --- 


MR, MAURO: Please let the witness finish 
his answer, 

MR. STECHISHIN: I certainly know that 
when the railways publish their tariffs, and that 
includes class, commodity, and the rest of it, they 
will equalize their mileage with that of another 
railway between two points. Certainly that is 
an indication to me of meeting competition. 

MR, SINCLAIR: Really, Mr. Stechishin, 

I wont Beene with him, Mr. Chairman, I will go on, 

Q. What I am trying to ask you about is 
this. Now, we are agreed that your principle would 
extend not only to intermediate points, but to contra 
points, I want to ask you how the net revenue 
position of the railways would be affected on this 
movement: the movement under the competitive rates 
from Toronto to Winnipeg. Under your plan, the 
movement of the goods from Medicine Hat to Winnipeg 
would have to reflect the relationship of the 
Medicine Hat - Winnipeg distance to the competitive 
rate mileage factor, Toronto to Winnipeg. 

As you know, the predominant movement of 
boxears is eastbound out of the prairies and empties 
move from Toronto to Winnipeg and then are distributed 
the beihbat western Canada, 

Now, are you suggesting that the revenue 
position of the railways would be enhanced if they 


were forced under your proposal not to give effect to 
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ANGUS, STONEHOUSE & co..To. Stechishin, cr-ex, 16300 


TORONTO, ONTARIO 


(Sinclair) 

1 

2 the competitive factors that resulted in their rates 

3 Toronto to Winnipeg, but must extend that proportionately 
‘ where no competition exists Medicine Hat to Winnipeg. 

5 How are the revenues going to be improved? 

6 MR, STECHISHIN: Mr. Sinclair, I do not 

| “nave the detail with me, but as I recall making a 

8 study on the Waybill Analysis the predominant empty 

9 movement was between Albertaand British Columbia 

10 and was counter to the predominant movement in the 

“ Toronto to Winnipeg traffic, But I would have to 

12 check that, 

13 Q. You would have to check that? 

14 MR, STECHISHIN:. Yes, sir. 

15 Q. Let me take you to a place where I 

16 am sure we would have no difficulty. Let us take 

7 Swift Current to Winnipeg. ye pay now given you 

18 approximately the break point on the grain east and 

19 west, Mr. Stechishin. Now, what is your answer? 

20 MR, STECHISHIN: Now, I have lost the 

94 question. 

23 Q. I am asking you how the revenues of 

93 the railways would be enhanced by reflecting fictitious 
o4 coupetibion on $he movement from Swift Current to 
25 Winnipeg? 

26 MR, STECHISHIN: I do not think the 
27 railways' revenues are ever enhanced by reflecting 
28 fictitious competition, Mr. Sinclair. I am speaking 
29 of real competition. I am assuming that the 


30 competition does exist. 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin, cr-ex, 16301 
pea a (Sinclair) 


COMMISSIONER MANN: .Or that it might be 


potential? 

MR, STECHISHIN: Well, that would be a 
form of competition. I think potential competition 
is real, 


MR, SINCLAIR Q: Mr. Stechishin, the 
examples that you gave in Exhibit 153-1 -- that is 
Appendix 2 -- these are the only examples I have, but 
I am sure you picked them out very, very carefully, 
and I think --- 

MR, MAURO: I wonder, Mr, Sinclair, if 
you could explain that last comment. It isn't clear, 

MR, SINCLAIR: Well, these are the goods 
that he would think would be of advantage to the 
railways' net revenue, if his principle was adopted. 

MR, MAURO: Perhaps Mr. Stechishin 
could explain just exactly how they were picked out -- 
if there was any plan there. 

MR, SINCLAIR:Q: These would enhance the 
railways' revenues if your plan was adopted in your 
submission, Mr. Stechishin? 

MR, STECHISHIN: Well, I think I will 
have to ask the railways why they reduced that rate 
on paper we referred to yesterday from $7.44 to 
$1.85, unless they felt it would enhance their revenue 
position, 

MR, SINCLAIR: It is not my purpose here 
to answer questions. It is my purpose to assist 


the Commission by asking questions, 
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ANGUS, STONEHOUSE @ co.tTo,  Stechishin, cr-ex. 16302 
Sia (Sinclair) 
MR, MAURO: Mr. Stechishin is also trying 
to assist the Commission, 

MR, SINCLAIR: Not by asking counsel 
questions. 

MR, MAURO: I think you can sometimes 
answer questions by asking them, 

MR, SINCLAIR Q: I will tell you, Mr. 
Stechishin, just so you won't be at all disturbed, It 
was a competitive situation that had existed and 
had nothing to do with market competition at Vancouver. 

MR, STECHISHIN: Well, I am rather amazed 
that a Winnipeg man could compete at the rate of $7.44 
against an eastern man at $3.33 in the Vancouver market, 

Q. I said it was a competitive situation 
that did exist. 

MR, STECHISHIN: That you chose not to 
reflect in the rate structure until March of this year, 

Q. That may have been when the railways 
felt that they had established the need to enhance 
their revenues by the rate adjustment that was 
involved,- but I want to know how you think these 
appendix 2 movements would enhance the railways' 
revenues? 

MR, STECHISHIN: Simply by increasing the 
net revenue of the railway in each shipment from 
Winnipeg, as opposed to the net revenue they are 
receiving at the present time from a shipment from 
Toronto or Montreal, as the case may be. 


Q. Let us take the first page as an 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin, creex, 16303 


TORONTO, ONTARIO 


(Sinclair ) 
example. There are sixteen products involved; 
correct? I have counted them, 


MR, STECHISHIN: All right, I accept your 
figure. 

Q. I suggest to you that only two of 
those sixteen are manufactured in Winnipeg. 

MR. STECHISHIN: Oh, I suggest that you 
are wrong, Mr. Sinclair. 

Qe All right. The two I have in mind 
are margarine and cheese, You tell me which other 
ones on page 1 are manufactured in Winnipeg. 

MR, STECHISHIN: Cement pipe, paper 
articles, boards and sheets. 

@ Just a minute, I am on page l,. 

MR, STECHISHIN: Yes. I'm sorry, I am 
on page 2. 

Q. Let's stick to page l. I have 16 
on page l. 

MR, STECHISHIN: Rubber goods; rubber 
clothing. 

Q. Rubber clothing is manufactured in 
Winnipeg? 

MR, STECHISHIN: Yes, sir. 

2. By whom? 

MR. STECHISHIN: I don't know the name of 
the firm now, but I did some work for them not too 
long ago. 

Q. I am instructed there are no rubber 


goods or rubber clothing manufactured in Winnipeg that 
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ANGUS, STONEHOUSE & CO. LTD. Ste chishin, cCr-exX, 16304 


TORONTO, ONTARIO 


(Sinclair) 
1 
; would be affected by the rates that you have --- 
é MR, MAURO: It is going to be "affected by 
i the rates", The question was rubber clothing 
; manufactured in Winnipeg, and my witness says they 
P are. Perhaps Mr. Sinclair will lead in rebuttal, 
; “fhe witness is going to prove they are not, 
: MR. SINCLAIR: Q: You say they are? 
: MR, STECHISHIN: The trade director of 
a the province of Manitoba shows them as being 
manufactured in Winnipeg. 
11 
- Qe Edible oil manufactured in Winnipeg? 
€ MR, STECHISHIN: Not in Winnipeg but in 
Manitoba, 
14 
Qe But, of course, why put Winnipeg 
15 
down here? 
16 
y MR, STECHISHIN: Ken Powell 
1 


manufactures them, I believe. 

Q. Edibile oils manufactured in Winnipeg? 

MR, STECHISHIN: To the best of my 
knowledge, yes. 

Q. Lubricating oils? 

MR, STECHISHIN: I am not sure whether 
there are two oil refineries there or not, I am 
sure there is one of them, 

Q. Hardwood lumber? 

MR, STECHISHIN: Hardwood lumber is not 
a manufactured article. 

Q. Corn oil? 


MR, STECHISHIN: Corn oil, I am not 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin, cr-ex, 16305 
TORONTO, ONTARIO (Sinclair) 


positive on. 

Q. Caustic soda? 

MR, STECHISHIN: I think Mr. Trachtenberg 
mentioned the other day there was a prospect of opening 
up a caustic soda plant in Manitoba very soon, 

Q. I am talking of Winnipeg, not the 
rest of Manitoba, 

MR, STECHISHIN: Mr. Sinclair, we are 
talking here about a principle. It does not matter 
whether it would Winnipeg, Portage La Prairie, or 
anywhere else in western Canada, I use this as 
an illustration of principle. 

| Q . irrespective of whether goods move 
or not, you want to have the railways directed to 
publish rates notwithstanding the fact that they may 
not move from Winnipeg but may move from somewhere 
else in western Canada? 

MR, STECHISHIN: I am asking that a 
certain principle be accepted, and that these rates 
be available to the shipper. I am not asking them 
to publish numerous rates, but I want a shipper to 
have a guarantee -- a shipper who is thinking of 
opening up there -- to have a guarantee that that 
rate will be available to him when he opens up 
business. 

Q. of course, the situation in the 
freight rate structure of Canada is they have not 
tried to restrict the railways except in so far as 


the Railway Act restricts them, and what you are 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin, cr-ex. 16306 
TORONTO, ONTARIO (Sinclair ) 


suggesting is that they put in these very stringent 
rules as to the recognition of fictitious competition, 
internal market competition and matters of that kind. 
Would you agree with that? 

MR, STECHISHIN: I am very unhappy, Mr. 
Sinclair, that it should be necessary to make these 
rules, I feel the railways would benefit by doing 


it voluntarily. 
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ANGUS, STONEHOUSE & Co. LTD. Stechishin, cr-ex 16307 
(Sinclair) 


Q. You are going to protect them against 
themselves? 

MR, STECHISHIN: Sometimes they need it. 

Q. This is your view? 

MR. STECHISHIN: yes, sir, 

Q. Now, Mr. Stechishin, we raised this 
question about the effect of your proposal and I said 
I would come back to it, and you and your counsel were 
good enough to give me your calculations, 

I think the best way for me to do this, Mr. 
Chairman, would be to refer to Volume 91, page 15616: 
"We have arrived at the conclusion that | 
an increase of 10 per cent plus 3.5 

cents per 100 pounds would give to the 
carriers roughly the same revenue as the 

20 per cent increase would, and this is 
represented on the chart here by --- 

Mrs Sinelair: You said ‘calculation’, 

Are you going to file that calculation?" 

And through the good offices of Mr. Mauro and Mr. 
Stechishin I was handed this, and I think it is fairly 
short. I have had it typed out and I think it should 
be taken into the record -- subject to check, of course; 


I haven't checked it with the girl who typed it. 
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; ANGUS, STONEHOUSE & CO. LTD. Stechishin, er-ex 16308 
TORONTO, ONTARIO 
(Sinclair) 


Summary for Canada -- 1958 W/B Analysis 


Revenue Tons 
Class Rates 
A 422,744 15,813.8 
B 143, 080 2,847.4 
$ 565,824 18,661.2 
Com,Non-Comp,. 
B 1,987,666 348,488 .6 
D 59,413 2,509.5 
2,047,079 350, 998.1 
Total Non-Comp. $2,612,903 369,659.3 
Competitive 
B 1,229,329 201, 350.4 
D 50,669 a Ry 
1,279,998 202, 669.1 
Agreed Charges 
B 737,206 85,713.1 
D 24,428 prey Re 
761,634 86, 238.8 
Statutory 
B 557» 363 131, 808.7 
D 222 48,2 
557,585 131,856.9 
Official 
A 12,900 700.2 
D 1,546 58.4 
Multiple c 98 ,537 6,950.7 
112, 983 7,709.3 
Total for 
Canada $5, 325,103 798,133.4 
Total Revenue subject to increase is $4,654,535 
Amount of increase at 20% $ 930,907 
3 of increase at 10% is $ 465,453.50 
Total tons 658,567 .2 


4 


Increase per ton 65,453.50 
658,567.2 


70¢ per ton 


cat evidiseqmen: 
Se o- “Sey gk GS& , 98S ft 4 St 


ae - , e 2 té J t 2 Bae, oR ra ‘ ¥, 
p “hae oqk . ; 444 7 
a s 4,5) 
if | asgusaid beariA § 
ae: : ; . “ 7 \ ey & wav! ; 
9 §, 8 qhS RES 7) ij 
~— , i 7) 


ie ete 
. are) 
. f -« ~« ° - ' mi salt 
Q.508 fe 262, Tae ee 


> 


Fate2109 1 
etqtatim fk 


ni 
oo» 


— mine * , 2 jas 
pe Fe, 0 Gone ma fe 


| ’ _) ay ‘i , rg, 
0% canta a 


— re pe ae “= 


ANGUS, STONEHOUSE & CO. LTD. Stechishin, cr-ex 16309 


TORONTO, ONTARIO 


(Sinclair ) 
1 
2 : Yield 
Attrition at at 10% 
3 Factor 20% 70¢ ton 
Non-Competitive Rates 
4 . 
Rev. @ 20% 2,612,903 522,581 80% 418, 065 
2 4 @ 10% bs 261,290 
6 
"@ 706 369,659.3 258,762 
7 
520, 052 80% 416, 042 
8 


9 Competitive Rates 


10| Rev. @ 206 1,279,998 256,000 50% 128,000 


| |  @ 10% 128, 000 

12| " @ TO0¢ 202,669.1 141,868 

13 269,868 50% 134,934 
ig Agreed Charges 

8 Rev. @ 20% 761,634 152,327 5% 7,616 

iol @ 10% a 76,163 

st @ 70¢ 86,2388 60,367 

a 136,530 5% 6,826 
_ 533,781 557,802 
20 

91|| Total revenue to be increased $ 4,654,535 

92 Yield at 20% 553,781 

93|| Percentage yield 11.9% 

24 
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ANGUK: STOREHOUSE 8/0: Le. Stechishin, cr-ex 16310 
(Sinelair ) 


MR, SINCLAIR: Q. Now, this is based on 
the Board's Waybill Analysis for 1958, Correct? 

MR, STECHISHIN: That is correct, sir. 

Q. And this can result in anaveragin 
of C.N. and C.P. and all railways in Canada's movements 
in all classifications, and in this respect it differs 
from the rates fixed where Canadian Pacific was used 
as the yardstick? 

MR. STECHISHIN: Yes, 

Q. Your assumption, therefore, is that 
the relationship between the various classes, 
agreed charges, competitive rates and non-competitive 
commodity rates are the same on all railways in Canada? 

MR, STECHISHIN: No, not an assumption, I 
have to do the best work I can with the tools I have, 
We asked for a burden study, you will recall, last 
fall, and we were denied that. 

Q. I don't know how you reach out like 
that, because you had the data filed in the 17% general 
increase case, 

MR, STECHISHIN: Not by tons. 

Q. you never asked the railways for ton 
groups, did you? 

MR, STECHISHIN: Personally I didn't, no. 

Q. The next assumption you made in this 
calculation was that the ton increase would apply 
without modification whatsoever? 


MR, STECHISHIN: I don't understand that 


question. 
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Q. Well, in this calculation where you 
said it comes out approximately the same you made no 
adjustment for the modification on short haul low- 
rated traffic which you said was reguired to be taken 
into account? 

MR, STECHISHIN: That modification was 
made subsequent to this calculation, I don't think 
it would affect the traffic that much, Mr. Sinclair, 
to be quite frank with you. In fact, I am quite 
convinced it wouldn't. 

Qe You also made the assumption that on 
normal rated traffic the attrition would be 20 per 
cent? 

MR, STECHISHIN: That should be yield factor 
not the attrition, 

Qe And those railway figures were based on 
a 19 per cent increase? 

MR, STECHISHIN: That is correct. 

Qe And you adopted Mr. Edsforth's attrition 
and erosion factor, notwithstanding that you have 
changed the base of the application of increase and 
placed a heavier impact on the short haul traffic and 
relieved the long haul traffic and relieved the light 
loaded, high rated traffic? 

MR, STECHISHIN: What is the point in that 
statement? 

Q. I have asked you if you have applied 
the same attrition factors as Mr. Edsforth did not- 


withstanding the changes which resulted from your 
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proposal, Is that right? 

MR. STECHISHIN: The studies I have made 
indicate that the existence of competition is no 
heavier on the short haul traffic than it is on the 
long haul traffic. 

Q. I have asked if the question I put to 
you was right :snotwithstanding the fact that you had 
put a heavier increase on the low rated, short haul 
traffic and had relieved long haul, and notwithstanding 
the fact that you had relieved light loaded, high rated 
traffic and still did not make any provision for the 
attrition and erosion factor? 

MR, STECHISHIN: Substantially, yes. lMy decisidn w 
based on a study which indicated that the short haul 
traffic was no more susceptible to competition than 
the long haul traffic, 

Q. If Mr. Edsforth or Mr. Roberts said 
that their experience in handling competitive factors 
in Canada, not just in Winnipeg, was to the contrary, 
what would you say then? 

MR, STECHISHIN: I would say they are 
mistaken, because iyiadag the Waybill Analysis and 
that shows that is true. 

Q. You are saying, notwithstanding the 
fact that this is the business they are in and respon- 
sible for, you know more about it than they do? 

MR, STECHISHIN: I am not saying that. 


I am saying that the facts show that. 


Q. You are saying the Waybill Analysis 
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can be used to show competition, Is that your state- 
ment? 

MR. STECHISHIN: I think so, yes. 

Q. Now, Mr. Stechishin, during your 
examination by my friend you said that there were 
routes that were available; the traffic did not move 
over them ratewise because the points of connection 
were not officially designated as interchange points. 
Do you remember that? 

MR. MAURO: Perhaps you could refer him 
to the transcript. 

MR. SINCLAIR: I haven't got it. It is my 
notes, 

MR, STECHISHIN: I think I would like to see 
the exact ‘answer I gave. The way you said it I think--- 

Q. You say it any way you want to say it. 

MR. STECHISHIN: You better repeat it. 

Qe I am asking you, is it your position 
that there are points in Canada where the railways 
are connected but that rates and traffic are not fixed 
on the routes thus establishd because the points of 
connection are not designated as official interchange 
points, 

MR, STECHISHIN: There are no routes thus 


established. 


Q. On the routes that are available or 


would be available? 


MR. STECHISHIN: If an interchange were 


built? 
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Qs." “ves. 

MR, STECHISHIN: yes, that is my statement, 

Qe Now, Mr. Stechishin, it is a very simple 
question I have for you. I want you to take a look at 
Section 341 and Section 342 of the Railway Act and tell 
me why, on the matter of joint tariffs over any reason- 
able route, this doesn’t fully protect and govern the 
situation? 

MR, STECHISHIN: Mr, Sinclair, your question 
is predicated on the route being established. we 
ask chis as a rate-making basis, not as an established 
route, 

Qe I am suggesting to you that any reason- 
able route will be established if it isn't already 
established by the Board in accordance with the law 
I have given you, 

MR, STECHISHIN: You are asking me to inter- 
pret the law. I am sorry. 

Q. That is your answer? 

MR, STECHISHIN: yes, 

Qe In the points you have mentioned in 
your submission, haveany of those points asked for 
interchange points and been denied? 

MR, STECHISHIN: Again you are becoming 
specific. We were talking here of a principle. 

Q. I like to be specific. Have any of 
the points mentioned in your brief, Winkler, Geraldton 
and any of these points in southern Manitoba that 


you suggest had some disability, asked for interchange 
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points? 

MR, STECHISHIN: Winkler and Geraldton 
are not common points to both railways. 

Q. I am asking you if any of the points 
you mentioned in your brief of being under disability 
and having circuity because of non-establishment of 
interchange points asked for interchange points that 
would remove the circuity 7? 

MR, STECHISHIN: I don't keep a file of 
what each point does, I do know there have been 
complaints on that sco on many occasions, 

Q. To the Board? 

MR, STECHISHIN: I don't know. Certainly 
there was from Alberta, 

Q. I am asking you about the points you 
mentioned, 

MR. STECHISHIN: What points do I mention? 

Qe You don't know of them making any 
applications to the Board, the ones you refer to in 
your brief as being under a disability because 
of interchange points not being established? 

THE CHAIRMAN: Take Carman and Deloraine. 

MR, STECHISHIN: I didn't refer to Carman 
and Deloraine,. 

MR, SINCLAIR: Q. Suppose a shipper in 
Winkler wanted to send canned goods to a buyer in 
Gardenton, and you went on with a number of other 


ones in the same part of your brief. I am asking 


you, have any of the municipalities or shippers involved 
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in those kinds of movements made an application to 
the railways or to the Board? 

MR, STECHISHIN: I certainly know that 
Winkler has complained of the disadvantage of being 
located exclusively on C.P.R. lines, 

Qe Will you please listen to the question? 
Have any points mentioned in your brief as suffering 
a disability through circuity made an application to 
the railways or to the Board? 

MR, STECHISHIN: Yes, Winkler has. 

Q. When did it make it? 

MR, STECHISHIN: To the railways, 

Q. When? 

MR, STECHISHIN: On several occasions. 
I don't know the date. 

Q. What was the answer? 

STECHISHIN: NO. 


Do you know the reasons? 


MR. 

Q. 

MR, STECHISHIN: NO, I wasn't present. 

Q. Who told you they made the applicatign? 

MR, STECHISHIN: People in Winkler. 

Q. Do you mind saying whether it was a 
shipper? 

MR, STECHISHIN: It was a shipper. 

Q. That is the only one point you know of? 

MR, STECHISHIN: That is the only point I 


mentioned. You said "points". What other points 


did I mention? 


Q. On what page are you dealing with those 
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(Sinclair) 
1 
2 interchanges? 
3 MR, STECHISHIN: Around page 27, where I 


4 mention Winkler, and that is the only point I mention 


5 where I use that as an illustration, 

6 Qa What about Geraldton to Armstrong, 

7 Armstrong to Winkler? I am sorry, that is on equalize 
8 scale, Well, then, if you have only mentioned one, 


9 Mr, Stechishin, I am sorry. 

10 MR, STECHISHIN: That is why I was confused 
11 by your question, Mr, Sinclair. 

12 Q. You must have other examples in mind, 
13 What are they -- because you wouldm't make a big 

14 submission like this just based on one shipper at 


15 Winkler? 


16 MR, STECHISHIN: I am not going to list 

17 all the examples; but I know Altona, Manitoba, 

18 complained on several occasions, 

19 Q. Any others? 

20 MR, STECHISHIN: JI could find examples 

21 where there has been an actual application made to the 


22 railways. 


23 Q@. And followed up by one to the Board? 

24 MR. STECHISHIN: I would have to go to my 
25 files, I don't carry that information with me. 

26 Q. I wonder if you would do that and file 
27 it with the Commission? 

28 MR. STECHISHIN: I don't think it is --- 

29 MR. MAURO: No, and I will say we will not. 


We are not discussing every little piece we have made. 
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We are discussing a principle, and if my friend opposes 
it, he opposes the principle, 

COMMISSIONER MANN: Despite the fact that 
any difference may exist between you, I wonder if that 
material is available in your files you could perhaps 
let Mr. Cooper have a list of citations of cases which 
were brought to the Board under 341 and 342 that took 
place after the index to the CRCs that are available, 
I think it only goes to Volume 48, and we are now at 
Volume 79, or something like that, It would also 
help us to have a look at the cases -- if that is 
possible, 

MR. SINCLAIR: That is not difficult. I 
do that myself. 

COMMISSIONER MANN: Thank you very much 
indeed, 

MR, STECHISHIN: Commissioner Mann, it 
wouldn't give the whole sory in any case, because there 
are cases where it is turned down by the railways and 
it doesn't go any further. 

COMMISSIONER MANN: That may be, but I think 
it will be interesting to the Board. 

THE CHAIRMAN: Under existing law. 

MR, SINCLAIR: Q. Now, Mr. Stechishin, on 
lake and rail rates. Is it your submission that the 
lake and rail rates to Manitoba result in an unjust and 
unreasonable rate? Is that your position? 

MR. STECHISHIN: If by "an unjust and un- 


reasonable rate" you mean a higher rate that is justified 
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by the operating conditions, yes. 

Q. Every point you make to this Commission 
on this issue you presented and it was fully argued 
with all parties present involved in this issue before 
the Board of Transport in 1958, Correct? 

MR, STECHISHIN: There are some factors 
mentioned here which were not mentioned in that case, 
Mr. Sinclair, 

Q. You mean you have developed some new 
evidence? 

MR, STECHISHIN: No. I have specific refer 
ence to Tables 11 and 12 which were not a part of the 
1958 case, if I recall. 

Q. If facts and circumstances have changed 
since the Board's decision or you have evolved new 
evidence, you could reapply to the Board, couldn't 
you? 

MR. STECHISHIN: Mr, Sinclair, this section 
on lake and rail rates -- our thoughts on it are 
expressed probably in paragraph 148; 

"These recommendations, we submit, will 

make possible the realization of national 

economic policy in regard to the movement 

of goods by water on the Great Lakes 

waterway system, particularly in its 

effect on the economy of Manitoba and 

that of the other prairie provinces," 


This is not so much a question of --- 


THE CHAIRMAN: You are not treating this as 
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an appeal from the Board of Transport? 

MR, STECHISHIN: No, we are not, sir. 

MR, SINCLAIR: Q. And you are not saying 
that existing rates are unreasonable? 

MR. STECHISHIN: I think I answered that 
question, 

Q. You said if they were higher than under 
your proposal you are saying they would be? 

MR, STECHISHIN: No, I didn't say that, 

MR, MAURO: No, the witness said if they 
were higher than operating costs, 

MR, SINCLAIR: Q. I am asking you, Mr. 
Stechishin, if you agree with this finding of the Board: 

"The joint through differential rates 

‘between eastern and western Canada. 

involved herein have not been shown to 

unjustly discriminatory against the 

City of Winnipeg and the Province of 

Manitoba, nor unduly preferential in 

favour of points west of the Province 

of Manitoba," 
Do you agree with that? 

MR, STECHISHIN: Personally, I do not agree 
with it. 

Q. That was the finding of the Board. 

MR, STECHISHIN: That is correct. 

Q. Do you agree with this: 

"The increases permitted in the 


rates via the differential routes between 
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TORONTO, ONTARIO (Sinclair ) 
1 
2 eastern and western Canada were properly 
3 made under the powers of the Beard, and, 
4 except as stated in Finding No, 2, have 
5 not resulted in unreasonableness in the 
6 general level of the said differential 
7 rate, nor in the general level of the 
8 rates of the water lines between any 
9 perts and places on the St.Lawrence 
10 River and the Great Lakes." 


11 Do you agree with that? 
12 MR, FRAWLEY: Could I have the citation 
13 to that case you are reading from? I didn't 


14 catch it, 


15 MR. SINCLAIR: I haven't the citation, I 

16 am sorry. 

17 MR, FRAWLEY: Is it the Winnipeg Chamber of 
18 Commerce Case? 

19 MR. SINCLAIR: Yes. I am quoting from 


20 pages 39 and 40 of the Board's Order, 
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MR, STECHISHIN: I have a copy here, which 
3 is numbered consecutively in the J.0.R. & R., and I 


don't have that page. 


= 

5 Q. Do you want me to read it again: "The 
6 increases permitted in the rates via the differential 
- routes between eastern and western Canada were properly 
8 made under the powers of the Board, and, except as 

9 stated in finding No. 2, have not resulted in 

10 unreasonableness in the general level of the said 

1 differential rates, nor in the general level of the 

12 rates of the water lines between any ports and places 
13 on the St. Lawrence River and the Great Lakes." Do 
14 you agree with that? 

15 MR, STECHISHIN: That judgment of the 

16 Board was based on paragraph at page 505 of Volume 

7 48, and Ll might just read that, 

18 Q. Are you going to interpret the 

19 judgment now? 

20 MR, STECHISHIN: No, it is in answer to 

21 your question. 

22 MR. MAURO: It is in answer to the question. 
23 MR, SINCLAIR: Q: I see, 

24 MR, STECHISHIN: "One of the duties of 
25 the Board is stated in section 3 of the 

26 Transport Act, as follows: 
97 'It is the duty of the Board to. 

28 perform the functions vested in the Board 
99 “. by thigAct and by the Railway Act with 


30 the object of coordinating and harmonizing 
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the operations of all carriers engaged 

in transport by railways and ships and 

the Board shall give to this Act and 

to the Railway Act such fair interpretation 
as will best attain the object aforesaid,’ 

Differential rates are a well- 
recognized method of attaining such 
objects and are, in fact, the best 
practical means of maintaining harmony 
between the all-rail and water-rail or 
all-water routes, The rates produced 
by such method, however, must be just 
and reasonable in all respects." 

Our recommendation says; 

"That the through rate on a shipment 
carried by more than one type of carrier 
Should reflect the relative rate 

characteristics of each type of carrier 
to the extent that each has participated 
in that movement," 
We are not talking here about harmonizing 
rail and water rates. We are talking about 
having each rate reflect the transportation 
characteristics of the mode of carriage. 

Qe If the Board felt it necessary to 
carry out this duty as you have quoted it of 
harmonizing these two media of transport, and if your 
proposal were followed and this would result in 


disharmony, is it the suggestion of Manitoba that part 
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, of the Transport Act to which you refer be repealed? 
3 MR, STECHISHIN: I don't know whether 

‘ that is necessary to achieve what we are looking 

: for, but I would say if it is, then, that would be 

é our position, . 

, COMMISSIONER MANN: Mr. Stechishin, as 

5 a matter of general principle, if you will excuse 

5 me,Mr. Sinclair, in the United States until the 

16 change in the Transport Act, in the policy over 

- there in 1958 the Interstate Commerce Commission was 
i to give due regard to the effect of its rate making 
‘3 on other modes of carriage. That provision, as 


I understand as a result of the Smathers committee 
recommendations, has now been changed. The 
‘miterprétationas it might appear fron this case 
Just cited would bealong the lines of the Interstate 
Commer Commission polic,, or tye American transportatio 
policy before 19538. What you are suggesting is 
something along the present interpretation of 
policy in the United States, 

MR, STECHISHIN: That is correct, yes. 
What we are objecting to, as we quote in our brief 
from Mr. Currie where he said, ",..about 1908 they 
tacitly agreed that rates by all-water or by rail-and- 
water should be a fixed differential below all- 
rail rates," The Transport Act by stressing 
"harmonizing" I think, perpetuated that tacit 
agreement, 


COMMISSIONER MANN: You don't think when 
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a regulatory agency has under its wings two or more 
modes of carriage it must pay attention to the 
effect of its rate making for one mode of carriage 
on another mode of carriage under its jurisdiction? 

MR, STECHISHIN: I don't think so, no, 
I don't think they should provide an umbrella. As 
we say in paragraph 137: 

"Each increase in rail rates 
merely raised the umbrella over water 
rates created by the differential 
method of rate making and the remaining 
package freighters generally elected 

to follow the rail rates upward rather 

than compete pricewise for the traffic 

offering," 

COMMISSIONER MANN: Thank you, 

MR, SINCLAIR Q: Mr. Stechishin, on 
page 79 of your brief, paragraph 167, you made 
reference to a statement of Premier Roblin in which 
you said that freight shippers are being required to 
pay for the large expenditures made by the railways 
in recent years for plant modernization. 

MR, STECHISHIN: Yes, I see that. I 
didn't make that statement. Our counsel did. 

MR, MAURO: I quoted the statement of 
Premier Roblin. 

MR, SINCLAIR Q: Well, let us look 
at paragraph 168: 


"Te province of Manitoba feels 
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that it is most important that 

expenditures totalling $2,433,530,000 

over a six year period require close 
analysis since, as previously stated, 
under the present ‘requirements formula! 
it is the freight shipper who must bear 
the burden of these expenditures," 

MR, STECHISHIN: That statement was also 
put into the record by Mr. Mauro, 

Q@. Isee. It is an argument rather 
than a statement of fact? 

MR, MAURO: No, it is a statement of fact, 

MR, SINCLAIR Q: Are you prepared to 
answer questions in regard to it, Mr. Stechishin? 

MR, STECHISHIN: The statement says 
Manitoba feels it is important these expenditures 
require close analysis. 

Q. Well, from your study of freight 
rate matters would you think expenditures for 
modernization of railway plant would be charged to 
railway expenses? 

MR. STECHISHIN: I am sorry; that is 
out of my field now. I can't answer that question. 

Qo Have you ever looked at the uniform 
classification of accounts promulgated by the Board 
on January lst, 1956? 

MR, STECHISHIN: Yes, I have a copy of 


that, 


Q. Have you studied it? 
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MR, STECHISHIN: That depends on your 
interpretation of "study", I am not an accountant, 

Qs You are not an accountant? 

MR, STECHISHIN: No, 

Q. Do you know the difference between 
capital expenditures and expenditures that are 
recognized as non-capital? 

MR, STECHISHIN: In a general sense, yes, 

Q. Are you suggesting that there is 
anywhere in this classification of accounts where 
capital expenditures are charged to railway expenses? 

MR, STECHISHIN: I couldn't answer that 
question. 

Q. Mr. Stechishin, will you look at 
page 81, and this also is made reference to in 
your appendix 2 where you start using statistics 
in relation to the various measures of employees, and 
I think I can work from either one of them; maybe 
I will have to take you to your appendix 2 in a 
minute. Look at the heading “employees” on page 
Sly 

MR, STECHISHIN: Yes, 

Qe "General": you show an increase of 
20.5 per cent in that classification. 

MR, STECHISHIN: Yes, sir. 

Q. Do you think that is significant? 

MR, STECHISHIN: Significant in that it 
varies from the trend in all other classifications 


of employees. 
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Q- Do you think it is a mark of -- what? 
Inefficiency, that this has gone up by 20 per cent? 

MR, STECHISHIN: Our paragraph 171 
immediately following -- and I might just read the 
second last sentence: 

"The substantial increase, (21 per 
cent), in the number of employees in the 
general category (executive, clerks and 
stenographers ) which is contrary to the 
trend in all other categories would 
appear to reflect the tendency experienced 
by most industries in Canada during this 
period," 

Q. You are not quarrelling with that? 

MR, STECHISHIN: I am not being critical 
of it at all. 

Q. But did you know that the whole 
classification of employees was altered on January 
lst, 1956 and that there was a marked change in the 
classification of employees that come within 
"general" -- did you know that? 

MR, STECHISIN: I certainly was not 
aware of that from the DBS figures, 

Qe Wejl, if you look at the DBS figures 
you say you have been using --- 

MR, STECHISHIN: They used classifications 
1 to 78 up until 1956, and then another one was 


added -- 79. 
Q. Didn't they also change the component 
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of the classification? I suggest to you they did, 

and I suggest to you also if you look at your exhibit 
153-K you should have been on your guard when you 
looked at the difference under General Classifications 
1 to 12 and the marked change between 1955 and 1956 

in a number of the items that are there set out? 

MR, STECHISHIN: What page is that, sir? 

Q. Page 3. Do you not see the very 
marked changes that have taken place there? 

MR. STECHISHIN: What years? 

Q. Between 1955 and 1956, as compared 
to the fluctuations in prior years or subsequent 
years? 

MR, STECHISHIN: I must have overlooked 
that. It didn't come to my attention. 

Q. Therefore, you would agree that 
because of these classification changes and components 
within the classification that you are not comparing 
like with like? 

MR, STECHISHIN: When I compare "general" 
with the other classes of employees? 

Q. Or when you compare prior to 1956 
with subsequent to 1956. 

MR, STECHISHIN: Well, I would have to 
check that with the DBS. I don't have all those 
statistics with me. 

Q- Also on page 81, the increase of 
61.6 per cent in investment is greater than the 


increase in any other indices shown for the ten year 
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period, and I have talked to you about any disagreement 
with the relationships you have made, but this is 

a different point. I suggest to you that you cannot 
compare a percentage change in investment with the 
number of employees or physical things such as you 

have done in your statistics because the investment, 

in addition to reflecting change in physical things, 
reflects changes in dollar values; do you agree 

with that? 

MR. STECHISHIN: I am aware it does 
reflect the change in dollar value, 

Q. Did you put in trended money costs 
or attempt to do that to weight it? 

MR, STECHISHIN: I wasn't trying to do 
that, Mr. Sinclair. 

Q. Look at page 82, Table 14: this 
is for all railways in Canada? 

“Mi STECHISHIN: Yes, sir. 

Q. Comparison 1949 to 1958? 

MR, STECHISHIN: That is right. 

Qe Look at item No. 6, “empty car 
miles", The Quebec North Shore and Labrador was 
not operating in 1949, was it? 

MR, STECHISHIN: No, sir. 

Q. Was it operating in 1958? 

MR, STECHISHIN: Yes, sir. 

Q. It has practically a 100 per cent 
empty return movement -- correct? 


MR, STECHISHIN: I would assume so, yes; 
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I don't know, 

Q. Did you give effec$ to that in 
your figures? 

MR, STECHISHIN: All I have done here, as 
I have mentioned on page 80, paragraph 170: 

a One of the major difficulties, 
particularly in Ganada, is to determine 
appropriate indices, We have used in this 
context those generally adopted in 
measuring the efficiency of Class I 
railroads in the United States, Volume 
II contains a-number of tables which 
show a year by year compilation for the 
ten-year period 1949 - 1958 of the 
indices we have selected. The 
following is a summary of these tables. 
For the purpose of this discussion we 
have selected for comparison the years 
1949 and 1958, the first and last years 
of the ten-year period in question.” 

And that is all I have done. I am not 
trying to interpret them. I am not trying to place 
any significance on them, I am putting in some 
figures because there is such a dearth of these 
figures available in Canada today. 

2. Well, for whatever purpose you have 
put them on, I want to draw to the Commission's 
Setetid as Sahat may result in somebody using them in 


a way that is not proper. I am not saying you are. 


? sho ae 
i + Aye. * a 


sage it Peetre wre WO BA 


A) a : : a 7 

4 TA (Gnd if ; a in i yeahh | Clie, eee 
a : el Mi y an : F beet ‘ evga lt uey ’ x 
“ah Oa , j : . as, a 

he ys 


wat & Ich | eeeerateee ck i 
ave a! La xs ts 1% a. as < mat oa > 


|pestetwe. syace soLam oft 
| - : 
sabmsed eb o¢ ef ,.Shace) a Vi telvols tag 


na 
— 


te ea 
wbAs at Dens ovect -cecthal svelngeneus | 
, at 
a : 1s ‘ 
a P = 
Ei: Gf BSeGohdt Vis Sisntd SOF Revren 
Lu , 
| eae . 
| eeeg ‘ ¢ 
¥ om i & ~ fae oth Mm Su! 
Aree ee z . 
Pie. OLA 9 
Ti r ( 
) tale’ ‘ ; ak eheotiies 
Oe "Ve 
wy . a 
a4 w. i 
a rss f ‘ 4 
4+. { mol : i ! SEIS MCD Li 
tT Y 
a 
bt * 
yp SE tO% vets - "te f° WOAl 
Ay 
, 
i of 6 % ] , * 
2 a0 4 ‘ or t 5 . 
| . > 
; i 
i] 
; ba FW) Pa in ft ' Ee a 
5 ae 
. i jaz ¥ ae | : of 
; ‘ A 4 os a al ve A 
’ 
| 
a : ‘ - ~ ee CON ~ Pe 
s T%}© BHOOLin Bi —C BOOQICg Shiv ty 
} 
: Pa 7 
, . - r J ari & f J+ 5 af) , 
. | 
1 3 f 
y ~ way |, de a gat ; we ~4 ‘ had 
AY 
h ‘ 
4 tdiewern . wit tue ‘weued enh % 
‘ Je os it weuA LE LSC itse Sale sO cee 
ro 9 
. ' i 
iy FARE Pe ae ee , oA ae | ee i 
for a L -stionD Sven ded vs a oe: ahad fal R Di 4! 


f 


noaly O2 gaivad ‘d wm 2 pedit ton: pistHh oF yates 
| ie A ‘ i 
oues af galIisg me LT. om > oe akery te Yow 
sa07 "OS ge%a08 yo rine et snes samen pain 
P nw ' 
Bh | Whbos sheen at olde en iam D 


evad Hoy Scoqgtny 9eF ito Mu 
: er i wi 


a" mi? ea orf oe ed 


ANGUS, STONEHOUSE &CO.LTD. Ste chishin, cYr-@xX, 16332 


TORONTO, ONTARIO 


(Sinclair ) 
1 
9 I am saying "somebody" might, 
3 MR, MAURO: Mr. Chairman, in Manitoba 
, coming forward with this submission, we felt that 
J the errors and mistakes in our submission -- which 
} we felt we had a duty to present to the Commission 
y in accordance with the terms of reference -- would 
P be corrected, 
9 THE CHAIRMAN: I think the Commission 
10 understands that, 
"WW MR, SINCLAIR: And I don't undertake to 
12 correct them all, I just indicate some of them that 
13 occur to me, 
14 COMMISSIONER MANN: On that point I was 
15 going to ask you a question later, but perhaps it 
16 would be appropriate to do so at this point, This 
1" also, I think, is dealt with in your Table 21 on page 
i 87 where you show an increase 1958 over 1949 of 
5 empty car miles per car of 9 per cent. Mr. Sinclair 
Pr has suggested to you that the 100 per cent empty 
- return movement of the Quebec North Shore and Labrador 
2s is one of the factors, In your opinion would 
- another factor be the tendency of the railways to 
54 acquire specialized equipment? 
95 MR. STECHISHIN: I would say that would 
26 certainly be a factor, yes. I am looking at the 
97 Quebec North Shore to see what the total is: 102, 000 
28 cars originated out of a total 3,195,000; so, I think 
99 the Quebec North Shore would have a minor impact on 


the total. It would have an impact. I am not 
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not denying it has an impact, but I don't think it 
is enough to make any significant change in the tables, 

MR. SINCLAIR: Do you think the fact 
there has been, for instance, the building of lines 
on Canadian Pacific to Nephton and to Manitouwadge 
that this would also have the same kind of 
characteristics as the mining railroad of the Quebec 
North Shore and Labrador..would have the same effect? 

MR, STECHISHIN: Qh yes, certainly. Any 
new movement which is a one way movement would 
certainly increase the percentage, 

Q. Looking at Table 14 you show an 
item"switching locomotive miles (freight)". I 
suggest to you you have got "freight" for "passenger" 
by inadvertence. 

MR, STECHISHIN: May I check that please? 

Q. Yes, 

THE CHAIRMAN: We will take a break now 


and you can check it then. 


---Short recess, 
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THE CHAIRMAN: Order, please, 

MR, SINCLAIR: Q. Did you check that 
item No. 9 during the recess? 

MR. STECHISHIN: yes, I did, Mr. Sinclair, 
and it appears to be a typographical error, 

Qo What do you mean? 

MR, STECHISHIN: The word "freight" should 
not be in there, 

Q. It is "freight and passenger"? 

MR, STECHISHIN : It is actually listed as 
yard switching. I presume it includes freight and 
passenger. There is nothing to indicate it is ex- 
clusively freight. 

Q. The statistics indicate that when there 
is a separation that they are separated by freight 
and passenger; when it is not designated it covers 
that also. Are you familiar with those statistics? 

MR, STECHISHIN: The DBS statistics show 
locomotive miles by freight, by passenger, by train 
switching and by yard Switching. 

Q. yes. And yard switching is not broke 
down between passenger and freight? 

MR. STECHISHIN: No, sir. 

Qe Table 15. This is the heading 
"Per Mile of Road." 

MR. STECHISHIN: yes, sir. 

Q. I am suggesting that you changed your 
base in there, and some of them are on mile of road 


and some on mile of traffic. Would you agree with me 
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Specifically, take Example 4, Item 4, 
"Total employees"; 5, "Employees' revenues; way and 
structures", I suggest to you that is mile of 
traffic, not mile of road? 

MR. STECHISHIN: I would have to recheck 
my calculations, 

Qe Would you do that? 

MR, STECHISHIN: It was not intentional to 
change that, 

Qe I realize that. 

MR, STECHISHIN: I didn't think that happen- 
ed. I am surprised it did happen, 

Q. If I am not correct, would you please 
through your counsel let me know? 

MR, STECHISHIN: I can reeheck the calcula- 
tions. That is on total employees? 

Q. Well, on my calculations I think you 
have changed on your first three your miles of road 
and your last three, your miles of traffic? 

MR, STECHISHIN: I would have to check that. 

Qe That is miles of all traffic, when Il 


say miles of traffic. 


MR, STECHISHIN: yes, but did I do the same 


thing in 49 and 58, incidentally? 


Q. I can't tell you that; I haven't checke 


that. 


MR. STECHISHIN: I was just wondering whether 
I was consistent between the first period and the last 


period, 
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Q. I don't know, Have you not changed 
the bases between Table 13 and Table 14; for instance, 
locomotive miles revenue tons originated; revenue 
ton miles, As far as I can figure this, Mr. 
Stechishin, you have not got the same basis in Tables 
13 and 14 as you have in Table 15. Would you check 
that? 

MR, STECHISHIN: I do not follow you, Mr. 
Sinclair. 

Q. Well, for instance, I think you will 
find that in one place you are using locomotive miles, 
49, and in one place, 4057, and I am working back- 
wards, In another place, 4119 -=- 58, 3235. And 
in another place, 3087. And this would have an 
effect of maybe changing your percentages as much 
as five per cent? 

MR, STECHISHIN: Where is it? I see 
3087 and the 4119, but I do not see the other figures 
referred to, 

Q. That is what I am saying. They are 
basic to the calculations you made in these other 
tables; you have changed the numbers. Would you 
check that? I may be wrong. 

MR, MAURO: Are you clear, Mr. Stechishin, 
on what Mr, Sinclair wants you to check? 

MR, STECHISHIN: No, I am not, I do not 
understand just exactly where I went wrong, if I did. 

MR, SINCLAIR: Q. I am suggesting that 


the figures, revenue ton miles -- you see, you show 
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1314379 in 55 for 49. 

MR, STECHISHIN: Yes, I have that. 

Qe I suggest when you work on these other 
tables that the figures are based on revenue ton miles 
of 1310862 for 49? I mean, this is just a little 
exercise in arithmetic and you can see whether I am 
right or wrong. 

MR, STECHISHIN : I do not think you are 
right, Mr. Sinclair. 

Qo Well, if I am wrong, would you mind 
checking it and telling your counsel? 

MR, STECHISHIN: Well, where did I use this 
1308 you referred to, for example? 

Q. 1308? I never said 1308, did I? 

MR, STECHISHIN: On the revenue ton miles, 
I thought you said that. 

Q@. 1310862, You haw used 1314374. 

MR, STECHISHIN: Yes. 

Qe And I am suggesting to you that in 
Tables 13 and 14, being employees on various types of 
calculations, revenue ton miles on 15 -- basic statis- 
tics. Let me give you them: locomotive miles, you: 
use 4057. 

MR, STECHISHINs Where? 

Q. im, 15. 

MR, STECHISHIN: It%s 4119 right at the top 


of the page, Itm sorrye- 


Q. itm sorry. You use 4119 « 


I'm sorrye 
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ANGUS, 1k hoa LTD. Stechishin, cr-ex 16338 
(Sinclair ) 


MR, STECHISHIN: No, that was the result of 
dividing the total locomotive miles by mile of road, 

As a matter of fact, that is the figure taken directly 
from DBS. It is not a calculation. 

Q. I am suggesting that when you use the 
same kind of data in 13 and 14 that you use 4057. Just 
let me put them down for you, and you can check them, 
Revenue tons originated, as I see it, you use 3330 --- 

MR, STECHISHIN: Where are you looking now? 

Qo 13 and 14, The basis is 3776 s- 
revenue ton miles, as I gave before, you use 1314379. 
13 and 14, The basis you use, I suggest, is 1318062. 

MR, STECHISHIN: I am sorry, sir, you 
have lost me completely now, 

MR, MAURO: Let Mr. Sinclair put them on 
the record, Mr. Stechishin, and we can check them later 
MR, SINCLAIR: Q. Now, Table 17. 

In arriving at your figures in annual ton miles per car 
and annual loads per car, have you taken into account 
the difference of cars on line between two years that 
are the basis of your comparison? 

MR, STECHISHIN: No, I have not, sir. 

Qo I suggest to you that if you check it 
out you will find there is a marked difference in cars 
on line between the two years, and therefore, unless 
that adjustment is taken into account you have distorted 
the comparison? 

MR, STECHISHIN: I have not distorted the 


comparison. I have worked with the material which was 
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ANGUS SToMmHOUSEe cetto, Stechishin, er-ex 16339 
(Sinclair ) 


available to me, and the railways at one time used to 
publish the figures showing the cars on line and off 
line, or the: balance, Those figures are no longer 
available to the public. 

COMMISSIONER MANN: Are they not still 
available through the railway association monthly? 

MR. STECHISHIN : Officially, no. 

MR, SINCLAIR: Q. I am suggesting to you, 
unless you make such an adjustment the figures are 
distorted; the comparisons, necessarily so. Would 
you not agree with that? 

MR, STECHISHIN:. Well, then, I would change 
that. That should say annual loads per car on Canadian 
railways. That would cover it. Then it is not --- 

Qe Would you repeat that, please? 

MR, STECHISHIN: Annual loads per car in 
service on Canadian railways. Then I would be taking 
two DBS figures and showing the relationship between 
one and the other, 

Q. If the actual number of cars on line 
change between the two years because of foreign cars 
or own ears off, this would invalidate that kind of 
comparison, I suggest? 

MR. STECHISHIN: It would not invalidate 
a comparison relating to annual number of cars in 
service. We are not talking about cars on line; we 
are talking about cars in service. 


Q. You do not think you have to make 


adjustment ? 
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MSUS. STOHENOUSE & HOUL-TD, Stechishin, cr-ex 16340 
(Sinclair) 


MR, STECHISHIN: I think that would be 
another calculation which would probably be more re- 
vealing, but it certainly does not invalidate this 
calculation, 

Q. That is your position? 

MR. STECHISHIN: Yes, sir, I would be 
very happy to make that calculation if I had the infor- 
mation. 

Qo With regard to tractive power per 
locomotive which you deal with in paragraph 177 of your 
sibiae dieiewnise 

MR, STECHISHINs: Yes, sir. 

Q. In 1949 the predominant power was steam 
power; in fact, I think --- 

MR, STECHISHIN: Predominant? 

Q. Yes, in fact I think --- 

MR, STECHISHIN: yes, predominant. 

Q. I think statistics will show there is 
no road locomotiveson Canadian Pacific of any account -- 
maybe four or five in that year? 

MR, STECHISHIN: I don't know about the 
C.P.R., Mr. Sinclair. I am looking at DBS figures, 
and of the total of 4,600 locomotives, 4300 were coal- 
burning. 

Q. Out of 4600, 300 diesel units? 

MR. STECHISHIN: Plus a few electrics. 

THE CHAIRMAN: They were mostly in yards? 

MR, STECHISHIN: It does not differentiate 


between yard locomotives and local locomotives. 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin er-ex 16341 
TORONTO, ONTARIO 3 = 
(Sinclair ) 


MR, SINCLAIR: Qo I suggest to you in 
1958 the predominance swung the other way? 

MR, STECHISHIN: That would be one of the 
reasons for the increase in tractive power, I think 
that is one of the reasons you bought the diesels, 
just to accomplish that, 

Q. Would you agree in 1958 the predominance 
had swung the other way; the predominance had swung 
from tractive effort, from steam power to diesel power? 

MR, STECHISHIN: In 1958, of a total of 
4800 locomotives about 1900 were coal and oil burners, 
or steam, and the balance, with a small figure for 
electric, would be the diesels, 

Q. The predominance, then, in that year 
is diesels? 

MR, STECHISHIN: Oh, yes, that is correct. 

Q. And in 1958, would you agree that some 
steam power was being held and not utilized because 
the railways were running out of built-in miles? 

MR, STECHISHIN: I have no way of knowing 
that because DBS merely says locomotives in service. 

Q. I say that does not designate whether 
they are actually operating or whether they are in 
stand-by service or whether they are just being used 
sporadically, or any of those things? 

MR. STECHISHIN: That observation would be 
true of railway cars and also employees, I presume. 

Q. I don't know what kind of employees you 


had in mind that would be in stand-by service, Mr. 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin, cr-ex 16342 
TORONTO, ONTARIO (Sinclair ) 


Stechishin, 

MR. STECHISHIN: I have no idea, 

MR, SINCLAIR: No, 

COMMISSIONER MANN; Mr. Sinclair, on that 
point of locomotives, what is a locomotive today? 
Is it an A unit, a B unit, or a combination of one A 
and two Bs? 

MR, SINCLAIR: A locomotive, Commissioner 
Mann, as I understand it is the complement of diesel 
units, if you are talking diesels? 

COMMISSIONER MANN: Yes, Iam. 

MR, SINCLAIR: Operating in multiple that 
is used to pull the train, 

COMMISSIONER MANN: Are the statistics 
in your opinion satisfactory when they talk about 
locomotives today? | 

MR, SINCLAIR: Of course not, because they 
do not make enough differentiation, 

COMMISSIONER MANN: Should there be in 
your opinion a differentiation? 

MR. SINCLAIR: All I know is it depends 
on what you are using the statistics for, and I do know 
that when they are used by people in the railroad they 
take into account the fact that each diesel unit 1s 
not a locomotive. 

COMMISSIONER MANN: This is what I wendered 
about, because I must say it is a little confusing. 

MR, SINCLAIR: It is not confusing, sir, if 


the data is built in a different way. It is maybe 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin, cr-ex 16343 
nye (Sinclair) 


confusing for people outside the industry, but I have 
not baa of it causing any problem within the industry 
because they have certain tests that they apply. 

COMMISSIONER MANN: Yes. Thank you very 
much, 

MR. SINCLAIR: Qo Mr, Stechishin, I 
understand your province, the province of Manitoba, has 
suggested a proposal of a branch line maintenance fund? 

MR, STECHISHIN: That is right, sir, 

Q. I think it was clear, and if this is 
not clear you can caqrrect me, that any such fund would 
not meet any deficit on branch line operation of 
Canadian railways, but would be used wholly for the 
reduction of rates? Correct? 

MR, STECHISHIN: I think that is subss®an- 
tially what we said, yes. 

Q. Now, Mr. Stechishin, just for the help 
of the Commission, would you give Manitoba's definition 
of "branch lines"? 

MR, STREHISHIN: I think the Maniteba 
people would be quite prepared to accept the railways' 
definition of branch lines, Mr. Sinclair. 

Qe You would adopt an economic test? 

Would you? 

MR, STECHISHIN: Solely? 

Qe No, for determining what is a branch 
line, Would you determine it on an economic test; 
would you take it on the basis of the tonnage test? 


I would just like to know what you have in mind? 
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Ame Sononto, ontanio SC UECHAshin, cr-ex 16344 
(Sinclair) 


MR, STECHISHIN: I think we are quite 
prepared to accept the railways’ definition of a 
branch line, Mr. Sinclair, In fact, I would love 
to hear it. 

Qe All right. Thank you very much, 
It is already on file with the Commission, 

MR, STECHISHIN: The definitiond the 
branch line? 

Qo The Canadian Pacific have already 
said what they consider to be --- | 

MR, STECHISHIN : I have heard branch lines 
defined as other than main lines, and when they are 
asked what a main line is they say it is other than 
a branch line, I am still confused as to just where 
the Aipeinetteon does lie, 
Q. # Manitoba has some motor carriers for 
hire -- motor carriers? 
MR, STECHISHIN: There are a few, yes. 
Q. A few? 
MR, STECHISHIN: yes. 
Q. Do you want to change that few to 
many? 
MR. STECHISHIN: Do we want to change it? 
Q. Do you want to change your answer? 
Are you suggesting there are only a few motor carriers? 
MR. STECHISHIN: Well, it is a relative 
term, Certainly not as many as Ontario. 


Q. In relation to the traffic moving 


exclusive of grain? 
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ANGUS, ae it. Stechishin, cr-ex 16345 
(Sinclair ) 


MR, STECHISHIN: Now, you have lost me 
again, 

Q. Are you suggesting there are less motor 
carriers operating in Manitoba in relation to the 


traffic moving within the province exclusive of grain? 


MR, STECHISHIN: I haven't made that cal- 
culation, Mr. Sinclair. I would think there would be 
less, but I don't know. 

Qo Motor carriers are serving all points 
of any size in Manitoba, aren't they; where railway 
operations are given by the Canadian Pacific? 

MR, STECHISHIN: I don't think there are 
any motor carriers -- certain towns in Manitoba --- 

Q- I said by Canadian Pacific? 

MR, STECHISHIN: I'm sorry, by Canadian 
Pacific? 

Qo I went and looked at the map so you 
wouldn't make that mistake, 

MR, STECHISHIN: I can't think of any 
Canadian Pacific Railway points that are not served 
by motor carriers at the present time. 

Q. And the motor carriers operate under 
the jurisdiction of the Manitoba Motor Carrier Board? 

MR. STECHISHIN: yes, sir. 

Qe Does the Motor Carrier Board issue a 
motor carrier freight classification? 


MR, STECHISHIN: Issue a freight classificat 
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ANGUS. STONEHOUSE & Co. LTD. Stechishin, cr-ex 16346 
(Sinclair) 


Q. The motor carriers' rates are fixed 
by the board? 

MR, STECHISHIN: By the Manitoba Board? 

Q. Yes? 

MR, STECHISHIN: Yes, they are. 

Q. And I suggest to you that they are 
fixed on the basis of the Canadian Freight Classifica- 
tion? 

MR, STECHISHIN: That is written right 
into the regulations, I believe, 

Qo That is right in the regulations. And 
then, the Manitoba Board in fixing rates for motor 
carriers do not fix them on the cost for the motor 
carriers' operations on the movement of individnal 
~ commodities, do they? | 

MR, STECHISHIN: ZL would think that the 
cost would be a factor. 

Q. That would be a factor. That is not 
the question I asked. They do not fix them on the 
motor carriers! costs; they use the Canadian Freight 
Classification? 

MR, STECHISHIN: They use highway mileages, 
not rail mileages, so the factor of cost does enter 
into it, and then the rate level is not the same as 
the rail rate level, and when the truckers have 
appeared for a rate increase they have presented cost 
figures, Cost is a factor, and a large factor. 


Q. Are you suggesting, Mr. Stechishin, tha 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin, cr=-ex 16347 
TORONTO, ONTARIO ( Sine lair ) 


the truckers! costs in Manitoba are the basis of 
Manitoba's preacription of rates? I mean, now, for 
the movement of individual commodities? 

MR, STECHISHIN: For the movement of 
individual commodities? 

Q. Yes, 

MR, STECHISHIN: No, no more so than the 
rail costs or the movement of individual rail commo- 
dities, or commodities by rail. 

Q. Now, where a private carriage by truck 
is used, the trucks then moving these goods result in 
a higher cost of movement than for-hire truckers, 
unless there is a balanced movement by the private 


carrier, Is that not correct? 
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ANGUS, STONEHOUSE co.Lto, Stechishin, cr-ex, 16348 
TORONTO, ONTARIO (Sinclair) 


MR, STECHISHIN: I am sorry, you will 
have to repeat that now. 

Q. Private carriers by truck, 

MR, STECHISHIN: Yes, 

Q. Unless they had a balanced movement 
their costs of moving goods by highway are higher 
than fore-hire carriers. 

MR, STECHISHIN: On the assumption that 
the for-hire carrier also does not have a balanced 
movement, 

Q. Have you got private truckers in 
Manitoba in any significant degree who have a balanced 
movement as for-hire carriers? 

MR, STECHISHIN: I have heard of some. 

Q. Im any significant degree, I said? 

MR, STECHISHIN: It depends what you mean 
by "significant degree". 

Q. Are they a higher proportion in 
total movement? ie 

wR, STECHISHIN: If you include farm 
trucks, yes. They are private trucks. 

Q. Do you think that the farm trucks 
have a balanced movement? 

MR, STECHISHIN: Quite frequently they 
bring in livestock and take back produce for their 
neighbours. If it is done as an accommodation 
without charging for it --- 

Q. Now, I would just like to ask you 


one point here which I don't quite understand, Maybe 
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ANGUS, STONEHOUSE co.tto. Stechishin, cr-ex, 16349 
TORONTO, ONTARIO (Sinclair) 
you would assist me in it, It is in paragraph 16, 
You say here: 

",.othe value of service is no 
longer determined by the ‘ability to pay' 
of the commodity, but rather by the rates 
charged by competing media of transport 
or by the cost of the shipper performing 
the service himself, Only where no 
effective competition exists is the 
value of service determined by the 
ability to pay? 

What do you mean by "the vates charged"? 

MR, STECHISHIN: It is a general 
proposition, Mr. Sinclair, What I had in mind 
was where you may find a railway rate at a fairly 
substantial amount above the cost of a particular 
movement and the &Srucker will charge a lower rate 
than the railways charge and the railways -- ‘the 
value of service to that shipper is no higher than 
the truck re compared to the value of service in 
the competition. 

Q. But the value of service is not 
only determined by rate level, is it? 

MR, STECHISHIN : There are other 
considerations, Time in transit would be one; the 
damage record of the particular carrier would be 
another, I could think of others. 

Q. And these would still put value of 


service outside the rate level? 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin, CYr-€X 6 16350 
TORONTO, ONTARIO (Sine 1 air ) 


MR, STECHISHIN: I think that is true. You 
referred to private carriers a moment ago. In many 
cases they are higher, but the service may be 
valuable to him although it may cost him more, 

Q. And therefore there is room for 
value of service pricing even where there is fully 
effective competition, I suggest. 

MR, STECHISHIN: I don't think I was 
suggesting there wasn't room for value of service, 

Q. And that is on the ability of the 
traffic to pay. 

MR. STECHISHIN: Not nearly to the same 
degree, or not to the same degree. 

Q. This is a matter of degree. 

one 

There is/point I meant to ask you about 
and it is a point that I think perhaps needs 
clarification. On coal, in general increase cases, 
are you suggesting that coal taking flat increases 
was put into effect because the railways wanted to 
relieve against the impact of the percentage increase 
on the long haul? 

MR, STECHISHIN: No, I don't think I 
suggested that. I think I said that came about 
as the result of competition in central Canada. 

Q. venteay on page 12, paragraph 32: 

"An attempt to offset the disabilities 
of horizontal increases has been made by 


the Canadian railways with regard to 


coal traffic." i 
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STONEHOUSEa@co.ite, Svechishin, cr-ex, 16351 
TORONTO, ONTARIO (Sine lair ) 

MR. STECHISHIN: I am speaking there of 
short haul traffic, and that has reference to the 
table on the next page where there were increases 
given depending on the prevailing rate, 

Q. And I would suggest to you that the 
reason that flat increases were applied on coal 
basically is because it maintained the differentials 
between the various types of coal and their ability 
to pay; that is their rate level reflected the 
difference between anthracite and bituminous and 
between lignite and bituminous. 

MR, STECHISHIN: I don't even agree that 
the coal was increased by flat cents per 100 pounds, 
because there were other exceptions than the one I 
have shown here, So if we compared the rate scale 
that had existed in 1947 and today we would find it 
wasn't a flat cent per 100 pound increase, 

Qe I am suggesting to you it had, and 
it had nothing to do with horizontal increases but 
had significant historical significance in regard 
to maintaining differentials, Do you agree or 
not? 

MR. STECHISHIN: I don't think I can agree 
with your first proposition. If you increase one 
rate by 50 cents a ton and another by 60 cents a 
ton you are not putting on a flat increase. 

Q. I am suggesting to you that the 
application of the flat increase or graduated flats, 


if you like, on one or two occasions was not done in 
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any attempt to overcome disabilities in the horizontal 
percentage increase method but arose from historical 
reasons and attempting to --- 

MR, STECHISHIN: Possibly I should read 
paragraph 34: 

"However, this alternate method 

did not prove entirely satisfactory in 

that short haul shippers claimed the 

method was unduly discriminatory against 
them? | 

Q. And what you are suggesting is that 
the short haul shipper under your method will only be 
half as discriminated against because you are only 
making it half a flat increase? 

MR, STECHISHIN: I am not making it a flat, 
Whether it be a quarter, half or a tenth will depend 
on the increase, 

Q. Will your method be applied to coal? 

MR. STECHISHIN: I think that is a matter 
that the railways can use their discretionary powers 
on. 

Q. Did you have in mind coal? 

MR, STECHISHIN: If I might draw your 
attention to Exhibit. 153-D, you will notice I omitted 
putting in figures on coal purposely because I didn't 
know what the railways feel would be in their best 
interest, They might still want to continue making 


the same exception, they might not. 


Q. Would Manitoba object to the railways 
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ANGUS, STONEHOUSE & Co. LTD. Stechishin, Cr=-@xX, 16353 
TORONTO, ONTARIO (Sinclair ) 


applying the 50-50 method to coal? 

MR, STECHISHIN: Manitoba hasn't shipped 
acar of coal in thirty years, 

Qo So they wouldn't object to the 
railways having full discretion in this regard? 

MR, STECHISHIN: I don't know, We will 
have to see what the proposal is, 

Q. You are not saying that your basis 
Of 50-50 -—= 

MR, STECHISHIN: My basis is not 50-50, 
Mr. Sinclair, please, 

Q. Your basis is tied with average 
terminal costs? 

MR, STECHISHIN: Yes, 

Q. Whether it is not clear it is to 
be one railway or two or all railways, but some 
average terminal costs and average line haul costs 
to be reflected, to be the basis of increases, 

MR, STECHISHIN: Under the horizontal 
method and by your own evidence in the 9 per cent 
case or 17 per cent case you werd: going to exempt 
50 per cent of all traffic from the outed. We 
are not suggesting if you still do this you will want 
to be 50 per cent exempt, 

Qo Fifty per cent of the coal traffic? 

MR, STECHISHIN: The rates, not the coal. 

Q. I am suggesting that under your 
method you would have to exempt, because of atrition 


» Sand erosion, a yield of more than 50 per cent. 
e's mt 


Fed 


ze 


ep dew pia elle oc 


oat, 
Ae : a 
{2 on oi taaecciaa 


- tlae of 


ae | | | 
zai ; coe. O'aeet GOee Seo RMCTMGSEA i “ae 
Eh ge | 


- > ik 
es Se setaot cChhal mt Ieae to | 
¥ ; | ; . : - | . ; Prk 
7 5 cy , ad - * ° 


L he Shusses chev of aottevseld [fu gatved ecaniiet 


Se Sie wom F' aot I KINGISDSSE . ax 


e 4 é 
iy 
ie e266 au tv oe v7 ace 3% 9 
th 
‘ r 7 = 
? S y er) 02-02 t9 
a 
[) : +* 
4 
qj 
y bang & 4 h | 4 y E, PM 
! ~~ 9 ad Re: ' a 
hh 
Pe : os Sa fne : 
j fl 4 P8S0i1G * (iarlonts « i 
Br ‘ ’ 
7) Re Et P iv ti -- Aue 5 c& Vue, 5) 
; ro 


‘ 


5 9ateoo Iaainted 


y esi - ~ 
q ees io i nl 4 4 eG e AL 
A n . 
raf * 
| 
a o7 a mn st ‘sacl? edlw D 
4 
» yf os & nt . ‘aa . , a ee 2 i tae ~ ~ ag 
DAD 4 ee 7 L.4 by AS) Jee aw \* Pee. » oe ew i; 
S Pe i oF) Lo a  G a WlEOy HgS7 SY ; 
e 
4 i 
) en ' 
«i Mo oe teme | ed of ,beteeltet od o 
Tv a = 2 » ° i «wT I 5 : r 
Dz } y Ft a 


oW ,B9eR ox “i? moet oftlieat LDile to Saso sq 02 


a Smew Likw a - eft of Liste ony 2 acttaoga.s Jon 9ae 
} tqmexa uve tag 02 ed oF 
ee Rotter’ tage oclt ‘te Inen tag rer a a) r | 
teed wit toc aida of sMINUNORES naan 


| Aen; ae 
; a sebtus tac anase ARGS 4 


a hd r 


te tO tasaond #4 4 OF 
iin all — path 


vn 


ANGUS, STONEHOUSE & CO, LTD. Stechishin, cr=-ex,. 16354 


TORONTO, ONTARIO (Sinclair) 
1 
3 I think all I can do is to bring somebody, 
3 Mr. Chairman, who is responsible to the Commission 
A in this regard and let him give that appraisal, and 
P I think that is what the Commission would want, and 
6 I think the best way to test that is to call Mr, 
7 Edsforth who was responsible for it, 
P MR, MAURO: If there is any question 
9 of our witness not being responsible, we will be 
16 very glad to listen to some of theirs, We have 
ij listened to them for months, No one is responsible 
3 except those of the railways, 
1B MR, SINCLAIR Q: Now, Mr. Stechishin, 
14 I have just one more series of questions to ask you, 
15 and that has to do with whether you believe that 
16 rates should be made on @ car-mile basis, 
Ty MR. STECHISHIN: Mr, Sinclair, is that 
6 in the brief in sihebe? 

aT: Q. I want to know if you suggest that 
90 rates should be made on a car-mile bests, I don't have 
PY _twt-only» ask you questions =--- 
22 MR, STECHISHIN: I appreciate that, but 
a the only recommendations we have made here is what 
54 we are suggesting. Anything that is not recommended 
96 we are not suggesting. 
26 Qe You don't think rates can be made on 
97 a car-mile basis? 
ai MR, STECHISHIN: Exclusively? 
99 Q. Yes? 


30 MR, STECHISHIN: No, I don't think they can. 
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a And you would think that a car-mile 
basis does reflect the work performed by the railways, 
do you? 

MR, STECHISHIN: The car-mile basis is 
a reflection of revenues, not of work done. 

Q. And to look at work done you have to 
look at the ton-mile? 

MR, STECHISHIN: Not exclusively. 

Q But a car-mile basis doesn't indieate 
the work, does it? 

MR, STECHISHIN: A car-mile basis is 
a better indication of the reasonableness of a rate 
charged than a car-mile basis, 

Q. You think that? 

MR, STECHISHIN: Yes. 

Qe Who supports you in that view? 

MR. MAURO: Well, if we are going to start 
bringing in --- 

MR. SINCLAIR Q: I want to know if 
anyone supports you in that view. 

MR, STECHISHIN: I haven't canvassed 
anybody to find that out or what their reactions are 
to that, but I certainly think it is the better 
indicator. 

MR, SINCLAIR: Well, then, Mr. Chairman, 


Mr, Mauro seems to be very anxious, so I will stop. 
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ANGUS, STONEHOUSE & Co. LTD. Stechishin 16356 
- THE CHAIRMAN: Mr, Balch? 

COMMISSIONER BALCH: I have no questions. 

THE CHAIRMAN: Mr. Gobeil? 
-~-BY COMMISSIONER GOBEIL: Q: - Mr. Stechishin, 
I heard your solution with respect to the horizontal 
increase, In principle, or on paper, it might work 
fine, but if your solution was applied to the short 
bet traffic there would be a greater increase, and 
a good deal of that traffic would be lost to the 
trucks, You have given thought to that? 

MR, STECHISHIN: I certainly have, Mr. 
Gobiel, yes. 

Q. And you have reason to believe 
that it will not be the case? 

MR, STECHISHIN: I have made an aflalysis 
of the Waybill Analysis, as I mentioned earlier, 
and I checked the tteseinee #22 I might use that 
term, on rail rates -- that is, the percentage of 
cars moving in.each mileage block which is competitive 
and non-competitive -- and I found that the incidence 
of competitive traffic is distributed surprisingly 
evenly right through the rate structure. I found 
that there are just as many competitive cars in 
relation to the total cars along the entire scale. 

Q. If on the short haul the rail rates 
were increased do you have reason to believe that 
the trucks might take advantage of that and use that 
as an umbrella, and put on an increase? 


MR, STECHISHIN: That has been the 
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experience in a number of cases, but it applies to 
both ends of the rate scale, and I think you have more 
of an umbrella when you lift the 2,000 mile rate 
by a dollar than if you lift the 50 mile rate by 

one or two cents, It is a question of whether 
you lose traffic at this end of the scale, or at this 
end of the scale, and our studies indicate that 
it is immaterial whichever method you use, In 
either case you are going to lose some traffic, The 
horizontal method makes for more competition on the 
long haul, and the method we advocate may make more 
competition on the short haul, but there is no 
evidence to indicate that the incidence is heavier, 
and I suggest that one or two cents on a short haul 
is more suscep%ible than a dollar increase on the 
long haul. 

Qe In dealing with your long haul and 
short haul you claim, and you use examples to prove 
it, that the rate on a haul over a longer distance 
to an intermediate point could stay as it is -- that 
is, it would not be necessary to reflect the 
geographic location, or the shorter distance -- but 
that when it was from an intermediate point it 
should reflect that, 

MR, STECHISHIN: That is right. That 
difference is based on the impact of the two 
approaches on rail revenue, 

Q. On page 51 in the first case, in 


the second part there, you are assuming that even 
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if a reduction from $4.00 to $1.00 is given to 
Vancouver they would still keep the traffie to 
Winnipeg at $2.00? 

MR, STECHISHIN: Yes. 

Q- And in the other case, which is 
the most advantageous -- this is where they get the 
most benefit -- you take it for granted that if they 
do the same thing they will lose the Winnipeg market 
because you move from 500,000 pounds equally 
distributed at normal revenue, and then you assume 
right away that there is nothing moving from Winnipeg 
to Vancouver? 

MR, STECHISHIN: Because the Winnipeg 
buyer in the first illustration, Mr. Gobiel, does 
not have any chance of getting the $1.00 rate. He 
is going to buy just as much as he did before in the 
first case, In the second case, the Vancouver 
buyer has his choice of either buying it from Toronto 
at $1.00 or from Winnipeg at $2,00, so he is going 
to buy it from Toronto at $1.00, everything else 
being equal. It is a question of the buyer having 
an option in one case, and not having it in the 
other. 

Q. You say from Winnipeg to Vancouver --- 

MR, STECHISHIN: No, in the first case 
it is "from". 

Q. In the first example --- 

MR. STECHISHIN: Yes, it is to Vancouver 


and to Winnipeg. It is one shipper in Toronto shippin 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin 16359 
TORONTO, ONTARIO (Gobe ih f } 


to Vancouver and to Winnipeg, Now, what he does 
with his Vancouver rate or price has no bearing. 
That is the rate to Winnipeg. The Winnipeg buyer 
has not any way of getting that lower rate so he 
will continue to buy at $2.00, It is the buyer 
in one case, and the shipper in the other, The 
shipper must meet competition; the buyer can only 
take advantage of competition if it is offered to 
hin, 

Q. But does not that mean that the 
railways may gamble, and say that they will still 
ship at $2,007 

. MR, STECHISHIN: It is possible, This 
is not necessarily 100 per cent. I was trying to 
illustrate what would happen in the absence of 
other considerations, but if there are other 
considerations they might do it, It may be that 
the man can still continue to ship at a rate of 
$2.00 as opposed to a rate of $1.00 from Toronto 
to Vancouver. 

Q. And in view of that the railways 
would be justified in proceeding as they are 
proceeding now? 

MR. STECHISHIN: If he continued to ship 
in the same Vplume, but it is an assumption which I 
think is illogical unless there are other 
LAE ji 
considerations. 


Q@. Is it not an assumption, too, that 
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MR, STECHISHIN: To go to the extreme, 
it is an assumption, I think there will probably 
be some traffic, but on the other hand there is no 
reason why the buyer should buy from Winnipeg. It 
is the buyer's choice. The seller may want to 
Ship, but it is whether the buyer wants to buy or 
not which determines whether the traffic moves, and 
not whether the shipper elects to ship it. 

Qe Mr. Sinclair asked you a few minutes 
ago about your branch line maintenance sexed 

MR, STECHISHIN: Yes, sir. 

Q. This would be only $7 million 
assuming there is a deficit on 3,000 miles of branch 
lines, but this fund will not take care of the branch 
line deficit completely, will it? 

MR, STECHISHIN: Well, this is merely a 
proposal, and the figures that we put here are a sort 
of an indication, I think there has to be much more 
study made to see what the amount would be. We would 
have to define branch lines, as I think was pointed 
out earlier, It may be that if the Commission 
decides to accept it, and if Parliament decides to 
accept the recommendation of the Commission, that 
they might make it 100 per cent; I do not jknow. 

We are merely trying to illustrate that ens is one 
place in which the railways might be reliev of some 
of the burden. | 


& 
Qe Yes, but only some of the burden. 


} 
MR, STECHISHIN: Parliament lay decide 
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the last expression may be a better way of saying 
it -- towards a reduction in class and commodity 
rates throughout Canada, 
MR. MAURO: ‘The same as the bridge subsidy. 
MR, SINCLAIR: And if there is a deficit 
operation on branch lines that was a buf¥den because 
of rates, or anything else, this would not in any 
way meet that problem, 
COMMISSIONER GOBEIL: Do you mean the 


subsidy would be used to reduce the freight rates? 


1 

9 to relieve them of the whole burden, 

3 MR, MAURO: Did you say the branch line 

‘ deficit was $7 million? It is $70 million, 

P COMMISSIONER GOBEIL; It is $70 million, 

6 and it may be more than that, 

¥ Q. Your fund would be only for the 

P maintenance of the track? 

9 MR. STECHISHIN: Yes, 

10 Q. And if the deficit is higher than 

* $7 million that deficit will have to be taken care 

12 of by a subsidy, as you suggest all deficits should 

13 be taken care of, if the railways, because of national 
14 policy are forced to give the service? 

15 MR, STECHISHIN;: That is correct, 

16 MR, SINCLAIR: Mr. Gobeil, so tmt I may 
7 understand your questions may I say that I thought 

18 it was made glear that under the Manitoba proposal 

19 any monies that would be paid would be transmitted 

20 immediately, forthwith, as soon as reasonably possible -- 
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MR, SINCLAIR: That is right, sir. 

MR, STECHISHIN: Mr. Gobeil, if you reduce 
the level of freight rates in Canada you suddenly 
would yield a greater -- you would have less of an 
impact on competition. Oneof the reasons why the 
trucks complained of subsidies to the railways was 
because they said every time you give the railways 
a subsidy it means that their rates are lower , and 
it makes it that much more tougher for the trucks to do 
business, 

COMMISSIONER GOBEIL: At the same time 
right now the C.P.R. is making a five per cent return, 
or a three per cent return, or it is balancing even -- 
you do have a little bit of a surplus on the whole 
operation? 

MR. SINCLAIR: Up to now they are still 
in a profitable position, yes, sir. 

COMMISSIONER GOBEIL: Then, if they 
receive on account of a deficit operation -- if they 
receive from the branch line passengers and rates 
$125 million then the profit will be in a high bracket 
and, at the same time, the other rates would benefit 
a littde? 

| MR, SINCLAIR: Yes, they will benefit, sir, 
if all these things happen, and which I certainly 
hope do not happen because it is not the position 
of Canadian Pacific that any subsidy be paid on the 
passenger service, or any subsidy be paid on branch 


line service. But, assuming that they do happen then 
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certainly there would have to be a substantial reduction 
in the general rate level because you are talking of 

$125 million, which is $60 million odd plus $35 million - 
for Canadian Pacific that would far exceed the permissive 
level of earnings and this, of course, would resolve 

into a reduction across the board in ‘rates because 

of the numbers you have used, 

COMMISSIONER GOBEIL: Q; I have just 
another question, Mr, Stechishin. In your block 
system study it seems that you have shown at least 
some indication that it would be a good proposition, 
and yet at page 115 you seem almost reticent’ about 
it, but you say in paragraph 247; | 

"Our studies have not reached the 
stage where we would desire to make a 
positive recommendation that the block 
system be adopted for all rail freight 
rates in Canada," 
I gain the impression that you are afraid of something 
there, 

MR. STECHISHIN: I am just afraid that I 
do not know enough about it at this time to make a 
positivwe recommendation, I recall in the cross- 
examination yesterday by Mr. McDonald that he said 
there may be an impact on rail revenues, for example, 
and at that time we suggested that it would be 
interesting to see the effect on the express 
companys! revenues when they adopt the block system. 


If I had that kind of information and saw it actually 
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added to the revenue of the carrier then I would be 

in a better position. There are other considerations 
that come into it, I was intrigued in working 

out the block system, and a rate structure which would 
result from a block system between the principal 
centres of Canada, and found that it is closer to 

that which we had when the railways were able to 

build up a rate structure, In other words, it 
maintains the groups A and B, at least to an extent, 
whereas they are presently maintained artificially, 

and it maintains parity between Vancouver and Victoria, 
Things like that that get blown up in the rate 
structure would be restored in 2 moment, As I say, 

it is a very complicated subject, and it would 

require a tremendous amount of study, and certainly 
far, far more information than is available to us right 
now. 

Q. But what would you have done? Your 
impression is that it would be better to track the 
mileage? - 

4 MR. STECHISHIN: I think, possibly, some 
compromise between track mileage and the block system 
could be worked out. I do not like to tie myself 
down to any one approach to railway raze making, and 
abandon all of the others. I think there must 
be a combination of two or more. 

COMMISSIONER GOBEIL: Thank you. 


THE CHAIRMAN: Mr. Anscomb? 
: I do not know that 
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D I wish to ask you anything, Mr. Stechishin, except 


3 with respect to a further elaboration of Mr, Gobeil'y 


4 discussion of this track mileage problem, Personally, 
5 at the moment I cannot see any use for it at all 

6 except that it is a suggestion for the public treasury 

5 to reduce freight rates somewhere, To come along 

8 and state that you want a track maintenance fund 

9 to help the railways maintain their property in 

10 competition with the public highways which the public 

11 pay for exclusively, except for the revenues from 

12 gas and oil, I think might have some merit, but why 

13 go to all of that trouble and all of that investigation 
4 and all of that checking back and forth for $7.5 

15 million? Why not bluntly say: "Give us $7.5 

16 million to oe out the freight rates"? Is there 

7 any reason at the back of your mind? You are certainly 
18 not doing the railways any good. You are not solving 
19 any problem, whether it is the Canadian National 
20 or the Canadian Pacific. 


MR. STECHISHIN: This is not exclusively 
a railway problem, There are people living in 
those areas which are served by branch lines who 
would suffer, If you tear up the railway track 
you are going to have those people as public charges 


anyway. This is more than a transportation problem, 


and I recognize that, : fin y 2 
? Sige CORO nent &%o interrupt you, but 
are there marty ,places in your province -- and perhaps 


my colleague the Chairman, would know of worse 
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(Anscomb ) 
1 
2 situations -- where there is no highway, and no 
3 other means of transportation other than the railway 
4 itselfrs 
5 pai MR. STECHISHIN: It is abe just a question 


6 of having a highway. It is a question of the nature 
7 of the highway. It is a question of the disposition 
gi... of the existing grain elevators, There is the 

9 case of moving in items like coal for burning over 


10 the highways at the cost that would entail as 


11 compared with the cost of movirig it in by rail. 

12 There is a number of considerations. 

13 Q. In other words, your highway system 
14] is not effective enough to carry those loads? 

15 MR, STECHISHIN: Certainly not in northem 


16 Manitoba, 


17 Qe I hear so many talk about pulling 

18 up the railway lines, and the national treasury paying 
19 the cost of the transportation problem, but let me 

20 put to you -- I am not arguing whether anybody should 


pay the cost, and I have my ewn views on that, but 

I am going to put this problem to you: If you have 

a mileage track -- and I do not care how long it is -- 
on a so-called branch line where there is no road 

and no other means of tramspertation, and you pull 
that track up, then why is that in the national 
interest? Is not that in the provincial interest 
inasmuch as the province should have put in a road, 


or given your own people some ingress and egress? 


MR, STECHISHIN: Well, it is rather 
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1 

D difficult to pin it down to a provincial problem 

3 as opposed to a national problem, Mr, Gommissioner 

4 Anscomb, Many of those people's parents or 

5 grandparents came out under a homesteading scheme 

6 which was promoted by the federal government to get 

7 those people onto the land. It is rather hard to 

8 tear up track and leave those people there when they 

9 came there as the result of federal policy. You 

10 are getting away from the Pield of transportation 

11 when you bring this up, and I am Wi tialettns a bit. 

12 Q. You will agree with me that the 

13 question of a system of highways is a provincial 

14 problem? 

15 MR, STECHISHIN: It is a provincial 

16 responsibility to build highways -- I appreciate that - 
7 but, certainly the federal government itself has 


felt there is some national interest in it since 
it has contributed substantially to the trans-Canada 
highway, 

Qe That is one sti’ional problem where 
they have stepped out of the realm of their own 
responsibility. 

MR, MAURO: The Roads to Resources, 

MR, STECHISHIN: Yes, that is another 
illustration of where the federal government is 
taking an interest in the highways within the 
provinces. 

Q. I say they have on a national 


seale with respect to one highway, but under the 
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Constitution the road problem is a provincial 
responsibility, 

MR, STEGHISHIN: Under the existing law 
I understand that is correct, 

COMMISSIONER BALCH: Mr, Chairman, 
following along Mr. Anscomb's questions, can we 
really separate the provinces from the federal 
question? 

MR, STECHISHIN: My personal feeling is 


no, sir, 


‘--BY COMMISS#@@ER BALCH: Q. It may be a 


provincial easakion: but in the final analysis the 
federal government has to provide support to a 
certain amount, Can we really separate the 
provinces in that way? 

MR, STECHISHIN: My teens is that we 
cannot. I feel this is a national problem, and 
that is why we put it into the brief as a national 
problem rather than a provincial problem. On 
the other hand, I think it is quite eviden@ that 
some of the provinces certainly could not bear 
the financial burden of having to build numerous 
new roads, 

MR, SINCLAIR: Would you include Manitoba 
in that? 

THE CHAIRMAN: We will adjourn now util 
2:00 o'clock. 


-~-Luncheon adjournment, 


ee 
ant 
Ped 

wu « 
i} 
Yo. 
iKy, 
2 ae 
WG 
| f, l 


: 6 
mye et ’ ere. 7 ae ee a 
vel Suivetxs off vobnU . raRSiHOere ae 7 vl 


ie OW (8p ,cooltteteb Ss dncosrh .a yacta agatwollot 


ry 
Zz 
a 


‘ ; X a 


(akontverg.e at alas sea bio% ou nooutivaied 


Ine, | | re ".genttittewodebe ' an ee 


. ee 7 fpexrtog &2 seit hheterebau’ I 


} ; ct he 


Qe 


carat? i HOGA ASHO To IN 


a , 
* fecohet ont newt aacnlvatg ene sisaeaqsea vifsen . 


: ‘ 
1 
notdedup 
| na ON 
» alingl lest srosned YW sv Waters we | v4 
* ‘ 
bh = 
Pee 2 | ,OR 
a. 
£ jou. 3h 42 UAE SRS IMMOS Ye-~ 
sis elavises iit od? ol enc (ap idesme Lelouryotd 
S OS SPOT Bas " : eae: nsSairivyey Laxebsd.t 
¥ j 4°57 05 oi my sal r om Ma 8 roe gtatussh 
CyRy v «wt esnrlveag 
i y 
v } ror q resrmycern é ’ 
SW VS Oh... uhioee rs Vm TALHATHOSIS 5 et 


oat oval Jf Joq ow yrlw Gl Peas | 
Lod 


; ial jovq [stoatvesd & a6eit vetwet melgesqg | 


Jerid @aahbitve stiup ah ek opted Tt Baer aerio ent 


a 


sea shontveng edd To egos. PP 


emoreaun BT! The ov gatved Yo rsh flonan? on? 

sl a bho) 7 ; 

‘ : i 7 . «x Fy, ' walt ‘ 
| -* yRbaos wea a 


t 


P on: i ye) ie ye 


aa Ph 


adosinsM shiloal soy biyoWw «ALA 


, im ath; “\gdegt a 
iM ales oer 


tite wod puto} be (Lie of MATT LARD GRE J aN | 
a @ at 01600 ie 


oi 
1 


4 


ANGUS. STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO 16369 


---On resuming at 2.00 p.m. 


THE CHAIRMAN: Order, please, 

COMMISSIONER BALCH: Before we proceed, 
would you mind if I asked Mr. Sinclair a question, 

Now, this 21 per cent increase for the 
executive clerks and stenographers -- that is, up until 
1958 -- do you think that will be changed quite a bit 
between 1958 and 1960 the other way? 

MR. SINCLAIR: Under the general classifi- 
cation, Mr. Commissioner Balch, a large group of en- 
ployees who were once in transportation -- there have 
been a lot of changes in the classification, but this 
is a major one that I can speak of. All the police 
forces of the railways were transferred from trans- 
portation grouping to general. This is both the 
uniformed and special investigation staffs who were 


prior to 1956 under classification transportation. 


Now, there were also adjustments in the 
groupings under signals, and there is quite a major 
change, not only in what is classified general, what | 
is classified maintenance of way, maintenance equip- | 
ment, and so on, but also within the groupings. 

These cover all the various trades and 
occupations of the railways, so that when you ask whether 
there has been an increase in clerical staff since 1958 
I would say, Mr. Commissioner Balch, that in certain 


areas, speaking for the Canadian Pacific, I think 


there are more, for instance, in the law staff; there 


+ eal Pea x 
Ree, sean» sinc 0 se a Bb. Seon 
| $09 M09 sesexant gmey eq £5 ete wal Pen a 

"a6 025 ae 


ObteG qu At tad -- expdqurgouece bas etree evidvoane 


ee 4 wee of 
; Hid 2 99hup Segnede od Litw tent xintdd woe ob -~ Geer 
1 eo 


| _ hemi code ah det. Bas 0905 semanas 
s _ SPitawaln lateness edd tebaU :REALDUTG ,aM + 
! ~ite te quots og7ral 8 ,foiail corr ok Ge Remy Pe i | motiae | 
‘F, evew oxaas “~ Hotsstreqaaert al tome stew odw sseyotg 
whee God ,wokt@ottlessio sud at angande ‘Yo #of « ased 
cascen ony ILA . 18 Asege sei 1 dade oo cote sal 
“ae MoT  beristenst eqew ayeetien edv Jo #80'%02 
om? HYod et atat =e. Latoney od gatquerg aoliagrog 
aw ow aYiste coltagizaevat teteoge bee bearse tiny — 
attadaouensss sotteotitecste tebaw deel oF notxg 
om? af sdnemiavtbe oala orew etedd .wor 
TOLam A.atiup of ered? bas ,alemgle 4sbay eget quong 
tagw .leteqsg beltiveato el tsdw. at vlao Jon egaado 
-qitope sonmanstnlan., ew to soasasdatem pettigests et 
LUpAtquony emt mntdte cals tud 80 8 brs Ja 
bun sobets. euolray od? [le stoves saentT RS 


itr. das soy ase dart oo ,ayewilsy smd Yo nroteaqione 
3@OC eonte Yiese Laotrolo at saaetont as need ged 


ce 


@ 
et 


aietiee gt gevt ,Hofed emokeatmmoD mS 


919.469 


ih ! | i r¢ 
- is i 
nae 2 et itnas HSEDATEO Std 9. paty seq tae 7 


7 9 PP iu Be o? be 
“wesiad: sete wa ne 4! thas ~~ - 12 A Dat waie 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 16370 


are more in the tax staff than there were in 1958, 

THE CHAIRMAN: Research? 

MR. SINCLAIR: More in research, I would 
think integrated data processing works angel the 
opposite way. There have been, sir, some increases 
since 1958 in the Canadian Pacific in the Department 
of labour Relations, and there have, of course, been 
some reductions in clerks, 

COMMISSIONER BALCH: Well, that was in my 
mind. There seemed to have been so many reductions. in 
the clerical staffs in the various points across. the 
country, both Canadian National and Canadian Pacific. 

MR. SINCLAIR: Well, for instance, as a 
result of the reorganization of the operating depart- 
ments on Canadian Pacific a year ago July, there were 
substantial reductions arising from the elimination 
of the general superintendents’ offices, and flowing 
also from that the change in data centres. And, 
also, a small one, also flowing from that -- a change 
in the Claims Department setup which is partly a 
matter of reorganization and partly a matter of 
changing business, fall-off in passenger and reduced 
freight volume, 

Unless you did a complete analysis, and 
I wouldn't be surprised that there would be some 
falling off, but whether it would be as great as in 
other classifications, I would doubt it. 

COMMISSIONER BALCH: Would not the increase 


in personnel in the higher echelons, -we will say -- 
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wouldn't that be reflected in the wage costs of the 
railroads? 

MR, SINCLAIR: Well, of course, sir, it 
all depends on what you term the higher echelons of 
the railways. if you mean classes 1, 2 and 3 in 
the classification, the impact of that group on the 
total wage costs of the railway is minuscule 


percentagewise, or any other way you want to look at 


it. 
THE CHAIRMAN: The number would not be large 
MR. SINCLAIR: The number would not be large 
no, sir. I am talking about the proportion of classes 


1, 2 and 3 on the classification as to the total number 
of employees or total compensation in classes 1, 2 and 
3 against any group. This is a misconception, sir, 
that is held by some that, seated for Canadian 
Pacific, on Canadian Pacific the executive cost is 
higher in comparison to total wage costs, or to any 
other measure that you want to get. And while it has 
always been the position of the company that it will 
not disclose, and does not disclose, salaries of its 
executive officers, nevertheless there are certain 
groupings that have been made public and these can be 
used for statistical ratios, if you like, compared to 
other businesses, and so on, and I can assure you that 
they have been looked at, and you will see they do not 
fit with the conception that is sometimes held that 
Canadian Pacific or the railway industry in Canada is 


heavily weighted with high executive numbers or salaries 
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COMMISSIONER BALCH: Has the supervisory 
staff -- from the police department I go down to 
trainmasters -- has the supervisory been increased? 

MR, SINCLAIR: increased? 

COMMISSIONER BALCH: The numbers? 

MR, SINCLAIR: I would say under that group 
on Canadian Pacific the reverse, sir, since 1958, They 
have been lessened, You are talking now about, say, 
from the level of general manager to assistant super- 
intendent and trainmasters? 

COMMISSIONER BALCE s Trainmmasters, and so 


rae Se NN 
q it..e 


forth. ety 
MR, SINCLAIR: They would}'Oh the CeP.R.,. ha” 
sir, I would think have been reduced since 1958. 
COMMISSIONER BALCK: Thank you, Mr. Sinclair. 
Thank you, Mr. Chairman. 
MR, COOPER: Mr, Chairman, before the 
Commission adjourns its present hearings, I consider 
that it would be of great advantage to know exactly 
when we may expect to receive the last precis of 
evidence which is to be submitted by the Province of 
Alberta, I refer to the precis of evidence to be 
prepared or which is in the course of preparation by 
Mr. Banks. 
MR, FRAWLEY: You should add, I am sure you 
did that inadvertently, Mr. Cooper -- you must add 
Manitoba. 


MR. COOPER: I would be very glad to add 


Manitoba. 
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MR, FRAWLEY : Oh, yes, you must, for 
fifty per cent of it. 

MR, COOPER: Well, either Alberta or 
Manitoba might give us some information on the point 
which I have raised. 

MR, MAURO: I will let my senior lead. 

MR, FRAWLEY: I have only this to say by 
way of a preliminary remark, If the Commission 
proposes to fix a date for the filing of the Banks 
brief, I would most respectfully ask that it not be 
fixed without a consultation with my friend Mr.Maur¢ 
and myself. I particularly, Mr. Chairman, do not 
want a date fixed and then the vilification from the 
Canadian Pacific Railway start just as soon as the 
date is fixed, I have had enough vilification 
from the Canadian Pacific with respect to the 15th 
of August. 

THE CHAIRMAN: We want to get on with the 
job. 

MR, FRAWLEY: It is in your hands; you may 
fix a date, but please, please, consult with Mr. Mauro 
and myself before the date is fixed. 

THE CHAIRMAN: We are consulting now. 

MR, FRAWLEY: We cannot do that without 
communicating with Mr. Banks, Surely, that is funda- 
mental. We could not possibly speak to a date now. 
Is there any feeling that we must? Is there any 
feeling that we should agree to a date without con- 


sulting with Mr. Banks? If the Commission desires 
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2 to fix a date on that basis, then --- 


bg THE CHAIRMAN: We thought you had consulted 
4 him, 
5 MR, FRAWLEY: We have not consulted him with 


6 a view to finding out when that brief can be filed, 
7 You must remember that exhibit 132 was filed some time 
8 ago and that changed the whole basis of the affair. 
9 COMMISSIONER GOBEIL: I am speaking for 
10 myself, not for the Commission, I @m most sympathetic 
11 with Alberta and Manitoba, but at the same time you 
12 know what our problems are, We want to finish. Could 
13 you not -=- and I know that the Chairman and all the 


14 members of the Commission want to make it easy for you 


15 su but instead of giving you a date, could you not give 
16 us an early one? 
17 MR. FRAWLEY: I would like that approach 


18 very, very much better, sir. 

19 COMMISSIONER GOBEIL: Could you not give it 
20 now? Your Mr, Banks -- he is working for yous; you 
zi are not working for him. 

22 MR, FRAWLEY: Oh, well, yes, you could put 
23 it that way. He is a consultant; he is not on any- 
24 body's payroll with the threat of dismissal hanging 
25 over his head. 

26 In any event, I think your suggestion is 
27 avery good one, We will consult with Mr. Banks and 
28 then suggest a date. 

29 COMMISSIONER GOBEIL: When? 


30 MR, FRAWLEY: When will we do that? Well, 
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we could consult with him this afternoon by telephone, 
I imagine, sir. 

COMMISSIONER ANSCOMB: Mr. Chairman, I 
think it is perhaps unusual that individual members of 
the Commission express themselves, but in view of the 
fact that we are, I assume, closing up this afternoon 
until October llth, I do not want anybody to have any 
misapprehensior as to where I.stand, 

I think the date should be set, and I think 
long ago we should have been told when these things 
were going to have been in, amd they should have 
been in. To continually come to this Commission 
and say that we cannot get our consultants here, or 
cannot find them somewhere else, is utter nonsense, 
as far as I am concerned, 

When you employ consultants, if they €annot 
meet your requirements, then, in my profession, you 
discharge them and get another one. I think if there 
is not an answer this afternoon the Board should rule 
the date when it is going to be in, and if it is not 
in, it should be out. 

THE CHAIRMAN: Do you suggest a date, Mr. 
Frawley? 

MR, FRAWLEY: Could I set a date now? 

THE CHAIRMAN: Suggest one? 

MR, FRAWLEY: Suggest one. No, I cannot, 
sir, with the greatest of respect. And, speaking 
of dates, may I just say that I am concerned. with 


presenting to this Commission the freight rate views and 
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grievances of the province of Alberta, a province that 
is not the least of the provinces in the Canadian 
Confederation, and I find that not only an honourable 
duty, but a burdensome one, and one that I am seas 

to discharge to the best of my ability, with the 
greatest respect to the Commission, 

THE GAIRMAN : You have done splendidly, but 
still we must get on with the job. 

MR, FRAWLEY: I have to make the record 
clear, sir, when it is suggesed, even at this late date, 
that I in my search for consultants to present the 
case for the Province of Alberta -- and I speak for 
the Province of Alberta and not for myself -- that I 
must put these “hings on the record in justice to that 
province, and I have endeavoured to get consultants 
to come to write briefs for me and present them to this 
Commission, and I resent more deeply than I can say 
the suggestion that I have been delinquent and that 
I should have withdrawn my brief -- probably the 
Province of Alberta should have withdrawn because I 
had difficulty in getting the right kind of brief to 
be presented to this Commission, Would this Commission 
pe any better off, sir, if the Province of Alberta 
weren't here at all? 

THE CHAIRMAN: That is not the issue. 

MR, FRAWLEY: It almost seems to be the 
issue. With great respect, sir, that seems to be the 
issue: should Alberta be presenting its grievances 


to this Commission, or should it be eliminated from the 
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Commission, 


THE CHAIRMAN: Mr. Banks has been working 


since last November? 

MR. FRAWLEY : Yes, sir, since some time 
around there. 

THE CHAIRMAN: Well, surely he would have 
a submission ready for us now? 

MR, COOPER: Mr, Frawley is suggesting that 
perhaps this matter could be settled by a conference 
off the record, From my own point of view, I think 
it is a matter that has to be settled, and if it can 
be settled best that way in the view of the Chairman 
and the Commission, that is satisfactory. 

MR, MAURO: I simply want to say, Mr. 
Chairman, that I feel an obligation to this Commission 
to get a definite date. I will, in concert with 
Mr. Frawley, this afternoon phone Mr. Banks and I 
will obtain a date from Mr. Banks, and I wish I could 
go further, Commissioner Amsecomb and Commissioner 
Gobeil. I feel you have a right to know that date, 
and this afternoon there will be a date fixed. 

THE CHAIRMAN: Well, thank you. We appre- 
ciate your approach, and we wish you would let us know 
today or tomorrow, after you have spoken to Mr. Banks, 
as we want this in. 
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EXAMINATION BY COMMISSIONER MANN: 

Q. Mr. Stechishin, perhaps we can leave 
the future alone for a minute and return to the 

present and your brief on page 6 of your submission, 

You are talking there about the bashe 
principles that enter into the setting of the rate 
structure. You say; 

". 2 © the overriding principle is 

that of national policy and public 

interest." 

MR, STECHISHIN: yes, sir, 

Q. Now, as I read this, Mr. Stechishin, 
you are using these words in the context of the railway 
rate structure, What I wanted to ask you about is 
whether this overriding principle of national policy 
and the public interest also Shitsze into the determina- 
tion of rate structures of other carriers? 

MR, STECHISHIN: yes, it does, It varies 
from province to province; from carrier to carrier, 

I would imagine that it is to a lesser degree than it 
does with railway rates, and I would base that primaril 
on the fact that the other carriers individually or 
collectively carry less traffic than the railways. 

Q. Perhaps we might, for the moment, 
confine our discussion to the role of the federal 
authority in Canada and to what extent is their nationa 
policy and public interest as a determinant of rate 
structure or a determinant use of rate structures 


of other carriers in so far as federal action may 
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determine the financial well-being or the future of 
other agencies of transportation? 

MR, STECHISHIN: I do not know of any 
that is so treated to the same extent as the railways. 
Certainly the federal government has entered into 
the regulation of carriage, of rates by water, and I 


suppose either directly or indirectly it is a factor 


in the setting of rates by air, The government has 
not at the present time taken any steps -- the federal 
government, I am speaking of here -- to regulate the 


rates of the highway carriers, 

Qe In your view and that of the province 
of Manitoba the federal government has a definite role 
to play in transportation, not only railway transportation 
but all kinds of transportation? 

MR, STECHISHIN: That ig correct, yes. 

Qo You do not subscribe to a view that is 
perhaps more current in the United States that the 
states should play a mutual role in the promotion 
of --- 

MR, STECHISHIN: By the "states" you mean 
the federal government? 

@. Yes, the federal authority in the 
context? 

MR, STECHISHIN: This is not in this brief, 
but in Winnipeg, of course, there was that proposal of 
the -- I am trying to think of the detail of it -- 
the coordinator -- not the coordinator, but the 


national transportation body be established to carry on 
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a continuing study of transportation, I think we 


can go that far. 
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Q. The province of Manitoba still 
subscribes to that thought that was expressed by 
the Premier in Winnipeg. 

MR, STECHISHIN: Oh, yes. 

Q. Can we turn to page 8 of your 
submission, Mr. Wvebni shin” and I refer you in 
particular. to the passage that says: 

"Those shippers who have been 
denied- lower commodity rates ‘ard-are’ 
paying maximum class rates feel their 
injury is compounded when, under 
horizontal percentage increases, their 
actual increase in cents per hundred 
pounds is greater than that assessed 
against more foytunate shippers who 
have been accorded lower commodity 
rates," 

Are you leaving the impression or is it 
your intention to leave the impression that the 
opposition to horizontal percentage increases becomes 
exclusively or predominantly from shippers moving 
traffic under class rates? 

MR, STECHISHIN: No, I don't think I 
intended to convey that impression. I think the 
objections come from shippers who are moving at 
either class or commodity or non-competitive rates. 

Qe What you are saying here is that 
people who feel their injury compounded are those 


under non-competitive commodity rates or class rates? 
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TORONTO, ONTARIO (Mann ) 
1 
A MR, STECHISHIN: No. I think the 
statement here should'stand, What I had in mind 
: here was those shippers who might have applied to 
? the railways for a commodity rate and been denied 
; and they will see another shipper somewhere else 
: in the countwy moving his goods at 80 per cent of 
4 the class rate, Now, he is not personally injured, 
; but he is.annoyed by what he regards as differential 
; treatment, and when the invoice comes in he finds 
7 that that 20 cents is now 24 cents, That is what 
55 I had in mind in the sentence, | 
a Q. On page 14 of your submission, also 
fe going over into page 15, you have a short discussion 
a about Ameriean practices with regard to general 
. revenue cases, 
16 
MR. STECHISHIN: That is right, sir. 
ss Qe I have here some information, Mr. 
a Stechishin, on the latest application of the American 
4 railroads @or an increase in their rates, and the 
20 


application I think has been docketed and a master 
tariff issued under designation ex parte 223. 

MR, STECHISHIN: I nave it here, 

Qe Gould you perhaps give us the principle 


features of the application made by the American , 


Ves 


railways. 


MR, STECHISHIN: I only got this the day 
before I left the office and I haven't studied it in 


detail. But just a prelininediy examination of it 


/ 


-“\indicates quite a substantial departure from the 
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TORONTO, ONTARIO (Mann ) 
1 
: generally accepted practices in the past in increasing 
; rates in the United States, 

Qe Could you tell us what that 
. departure is? 
5 MR, STECHISHIN: There are no hold-downs 
: as such in this increase, But what they have 
i done here is on all rates -- they are speaking of 
: the general rates -- under 65 cents the increase 
a8 is a flat one-half cent per 100 pounds; over 65 
: '  eents, one cent per 100 pounds. That flat increase 
4 “weild be Sony whether the traffic had moved 
bi a thousand miles*et under $10,00 or whether it moved 
a ten miles at a rave of 70, cents, It is not 
“ related to the length of haul, it is related to the 
% present rates, There are a number of increases 
: here which are based on a flat number of dollars per 
sy car, I have never seen this in an application of | 
ca this nature, and it would appear -- fresh fruits 
" and vegetables for example, $2.00 a car, But it 
20 


doesn't matter whether there are 10,000 or 80,000 
tons to that car, or whether the rate is $18.00 or 
$1.60. 

Q. The reason for the first appearance 
of such an increase in this application was that the 
per car rates of fresh fruits and vegetables are 
relatively new in the American rate structure. 

MR. STECHISHIN: They are relatively new, 


yes. 


Q. Then in brief, the significant 
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feature of this thecdise ‘as you have just given it 
to us is &hat this is not a percentage increase as 
such, nor does it contain any hold-downs, 

MR, STECHISHIN: That is correct, sir, 

Q. So that is the first time in your 
experience, is it, that the American railways have 
applied for such an increase? 

MR, STECHISHIN: To the extent that it 
is here, I believe there were a number of previous 
increases where there were a number of flat cent 
increases, This is a case where there was no 
percentage increase, 

Q- I would like to deal with the 
suggestion made by the province of Manitoba for 
a change in applying general freight rate increases 
in Canada, Under the method of the province of 
Manitoba, as I understand it, short haul rates 
would be increased rather more than they are under 
a straight horizontal percentage increase method 
as we know it now. 

MR, STECHISHIN: Not necessarily. It 
would depend on the rates at which that short heul 
traffic is hauled. 

Q. But the “intention is to relieve the 
long haul shipper, and I suppose the revenue that 
is required to bring this about would have to be 
obtained from someone else, presumably the | 
intermediate, long haul or short haul shipper to 


the extent that it is possible. 
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MR, STECHISHIN: I think that is 
inevitable, 

Q. Under the American system under ex 
parte 223 the reverse approach seems to have been 
taken by the railways. The rates-umder 65 cents 
are only increased by one-half cent, the rates over 
65 cents by one cent, Is that an indication of 
the possibility that short haul rates cannot bear 
so much of an increase? 

MR, STECHISHIN: I have to say that this 
goes far, far beyond what we had proposed in Manitoba; 
and I also want to point out that under our proposal, 
if you were to bring it down to this small percentage 
increase, you would find, and even under the present 
proposal, the increase is less than it is for the 
high. I haven't looked at the 65 cent figure, but 
maybe we should do that, and I am referring here 
to Exhibit 153-E. It is shown as a 13 per cent 
increase under the 20 per cent basis and 10 per cent 
under the proposal we proposed, But if you look 
under the lower rates you will find that for a 25 
cent rate we propose six cents. So the same principle 0 
putting an increase on a short haul or long haul 
rated shipment is maintained, whereas some of the 
increases here do not show that differential. 
Certainly the one on vegetables is $2.00 per car 
regardless. But that goes beyond what we are 
proposing. And this, incidentally, originates 


from the railways; this is not imposed upon the 
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railways, this is suggested by the railways to 
increase their revenue position, 

MR, SINCLAIR: Did you say that 153-8 
showed that there was under your method a lower 
increase on short haul than there was on the --- 

MR, STECHISHIN: No, a lower increase 
on the low rated commodity than Hee was on the high 
rated commodity, 

MR. SINCLAIR: Of course, with all due 
respect, in this application from the United States, 
Commissioner Mann -- I didn't know that was to be 
introduced -- there are certain factors involved 
in that which could be explored, 

COMMISSIONER MANN: I just wanted to 
discuss it generally with Mr. Stechishin, 

Q. In part of that discussion, Mr, 
Stechishin, there is the following question:: do you 
know when the increase is likely to become effective, 
barring different action from the Interstate 
Commerce Commission? 

MR, STECHISHIN: October 24th of this year. 

Q. Do you have with you the 17 per cent 
judgment of the Board of Transport Commissioners, 
Volume 48, J. O.R. & R, 16-A? 

MR. STECHISHIN: Yes. 

Q. Would you please have a look at 
page 29, pages 29 and 30, of that judgment. 

MR, STECHISHIN: I have it. 


Q. You see that under line 2, marginal 
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notation 2, there are a number of types of rates 
under the heading of "Description of Traffic" shown 
there, 

MR, STECHISHIN: Yes, 

Q. International, overhead, import, 
export and other related traffic? 

MR, STECHISHIN: Yes, I have it, 

@. Are those the rates that took the 
United States increases? 

MR, STECHISHIN: That is what the 
exhibit says: U.S. increases applied under column 
B. 

Q. And the present increase will be 
applied to these ‘rates? 

MR, STECHISHIN: In normal circumstances, 
I would say yes. I am not too sure what this 
freeze is going to do to these rates, 

Qe You think the government proposal 
on the railway rates would apply in this case? 

MR, STECHISHIN: I don't know, It may 
not on international traffic but it says: "other 
related traffic". 

Q. Take the apple rate from the 
Okanagan valley in central Canada, That is 
related to the American coast rates? 

MR, STECHISHIN: That is right. 

Q. Have you any information as to 
whether the tariffs have gone out, the supplements 


have gone out, showing this? 
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MR, STECHISHIN: I don't know, I haven't 
looked at it for some time, 

MR, GUEST: I understand the lumber rates 
will be increased by one cent, 

MR, SINCLAIR: If the Board of Transport 
Commissioners approve. 

COMMISSIONER MANN: Qs Could you turn 
now please, Mr. Stechishin to page 34 of your submission, 
and you are dealing there with certain effects which 
the bridge subsidy has had, and I want to refer you 
particularly to your paragraph 78 where you say: 

"The subsidy, for all practical 

purposes, eliminated what had been a 

highly competitive situation for east-west 

traffic, As a result, the now captive 
traffic was lost to the remaining 

carriers, the C.P.R. and the C.N.R." 

Now, we had discussion aboypt this thing 
before, and I would like to get your view about this. 
Is that a possible effect of giving subventions to 
any one carrier and not to all? Is that inherent 
in the method of giving subventions to one carrier 
only? 

MR, STECHISHIN: I think that if you gave 
subventions to one carrier and not another -- presuming 
they are competitive before they started -- I think it 
is bound to affect them, Yes, I think it is imherent... 

Q. So there would be an effect of} dowaward 


pressure on the rate structure if you do that. 
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MR, -STECHISHIN: Yes, I think it would do 
that. | That is a general proposition, 

Qe On page 52, paragraph 115 -- and 
this is where you speak about rates to intermediate 
points -= you say this; 

"It seems clear, that omee competition 
becomes a fact, the railways, from the 
point of view of contribution to net 
revenue should meet the competition 
where it occurs and not reduce their 
rates to intermediate points. The 
railways obtain the least contribution 
to net revenue when they are forced to 
reduce their rates to intermediate points, 
and in fact, would improve their financial 
position by abandoning us traffic rather 
than by making such reductions," 

You have the same or a similar thought in 
paragraph 117, where you say: 


" ..a reduction in the intermediate 


rates has the most adverse effect on 

rail revenues while a reduction in the 

longer haul has the most beneficial 

effects," 

Now, one of the points made very strongly 
by the a of Manitoba has been that the railways 
Should maximize their net revenue. 

MR, STECHISHIN: Yes. 


Q. A reduction of rates to intermediate 
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points you say would have an adverse effect, In view 
of these statements, do you think the time has now 
come for the abolition of the one and one-third rule? 

MR, STECHISHIN: I think it is almost 
inherent: in the recommendation we put te *eldhay 
oer pasty 

Qe I took it to be so, but I wanted you 
to say it, re 
MR, STECHISHIN: I can! ® put a Beare 
into the brief that is not already here, I think you 
will have to take the statement as it stands, 

THE CHAIRMAN: Your brief is on behalf 
of the province of Manitoba, 

MR, STECHISHIN: Yes. 

COMMISSIONER MANN: Q@. It covers the 
one and one-third rule, | | By 

MR, STECHISHIN: Not in the recommendation. 

Qe It is not in conflict. 

MR, STECHISHIN: It is not in conflict with 
our recommendation; let's put it that way. 

COMMISSIONER GOBEIL: As a matter of fact, 


yours would be one and one-third less, not one and one- 


third more, 
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Q. At page 66, Me, Stechishin, -- and 
this is with regard to the lake and rail rates -- 
your recommendation is that water carriers be required 
to apply and show cause for any proposed rate in- 
creases, and then in the recommendation No, 2, that 
the relative rate characteristics -- I suppose for 
that I could substitute "cost characteristics" -- 
should be reflected in the rate where the movement 
takes place by more than one carrier? 

MR. STECHISHIN : There is another sentence, 
or phrase, there, namely, "to the extent that each 
has participated in that movement," 

Qe Yes. You had a discussion with 
Mr. Sinclair in which he asked you what classification 
is used by the Manitoba trucking industry, and the 
answer to that was that it was Canadian Freight 
Classification No. 20? 

MR, STECHISHIN: That is correct, 

Q. And I suppose consistency would re- 
quire that the trucking industry should base its 
rates also to a greater extent that is presently done 
on its own cost characteristics; would that be 
correct? 

MR, STECHISHIN: I think it tn coming 
about of its own accord. The trucking industry, 
although they use the Canadian Freight Classification 
No. 20, are continually adding exceptions to that 
classification which nonis 40 the trucking movement. 


I think that body of exceptions will grow until a group 
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of truckers will get together and give you a truck 
classification, 

Q. If I recall rightly -- and I am womerin 
whether this is so -- in your experience there was at 
one time a Canadian motor freight classification? 

MR, STECHISHIN: There may have been in 
eastern Canada, but I have never seen it, 

Q. Is there one in the United States? 

MR, STECHISHIN: yes, there is. 

Q. In page 74, Mr. Stechishin, there is 
a couple of phrases on which this Commission needs a 
lot more enlightenment than it has had so far. What 
I am referring to are the phrases "public interest" 
and "national interest". What I want to find out 
is: Is the public interest synonymous with the national 
interest? 

MR, STECHISHIN : I think that question 
was asked, Mr. Mann, and I believe I dealt with it 
and said that as far as I could see it was. 

Q. If you had an abandonment case that 
concerned a couple of small localities somewhere, 
what enters into the matter -- the subite Latorest 
of those localities or the national interest of Canada 
in those localities? 

MR, STECHISHIN: Mr. Mann, I do not think 
we are proposing any change in the present procedure 
on abandonment. I might just read the first sentence 
on page 74: 


"Our proposed scheme, which we have 
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entitled 'Branch Line Trackage Main- 

tenance Fund' would be established 

and operated in a manner similar to 

the present east-west bridge subsidy 

scheme, The fund would be operated 

by the Board of Transport Commissioners." 
And then: 

"The railway would apply in the usual 

manner for abandonment of branch lines 

and would submit relevant cost data. 

The Board would determine whether or 

not the particular branch line operation 

was im fact in the public interest." 

Now, whatever "public interest” means in the p resent 
Railway Act I am prepared to accept for the future, 

Q. You see, the reason I ask you that is 
because of the consequences which flow from your sug- 
gestion, because although it is the public interest, 
perhaps, of this particular locality, since a subvention 
will be given by the federal government it then enters 
into the national interest rather than the interest of 
the public of the localities concerned, and this is 
where I am seeking some guidance from you. 

MR, STECHISHIN: I would prefer to leave it 
as it reads at present in the Railway Act, and let the 
Board decide whether it is or not. 


Q. You are satisfied with the jurisprudence 


of the Board on this question? 


MR. STECHISHIN: On these particular matters, 
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yes. 

Q. Dealing with your branch line trackage 
maintenance fund, the way I understand it would operate 
is that an application for abandonment would go forward 
as at present; the Board will use the same criteria 
as it uses at present, using its 50 per cent allocation 
formula of expenses to revenues, and then a decision 
is made on the facts of the case, If the Board 
finds that there is a public interest in the matter 
then money is paid out for the maintenance of way and 
structures -- is that it? -- maintenance of way and 
structures on the line under the abandonment applica- 
tion, or is it only the maintenance of way? 

MR, STECHISHIN: We speak here of a branch 
line trackage maintenance fund, and we refer to 
trackage in the context in which it is used in the 
Railway Aet. Whatever definition of "trackage" 
is given in the present Railway Act is the definition 
in which we use it. 

Qe Would it not be cheaper in some cases 
to subsidize a truck line to perform that service? 

MR, STECHISHIN: That is a very hypothetical 
question, 

Q. Yes, but policy in its incipient stages 
is, perhaps, hypothetical. 

MR. STECHISHIN: I would have to get more 
detail of the truck line run -- where is it, what are 
the circumstances, is there a highway established which 


has been paid for? If there is a highway which has 
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been paid for you may have one answer, and if you 
had no highway then you would have to have another 
answer, because there are those who argue that tlie’ 
building of a highway is subsidizing the trucks, 

Q. Let us suppose the branch line is not 
remunerative because of a highway which roughly parallel 
it, and yet the Board found that the maintenance of this 
branch line was in the national or public interest, 

In that case the branch line trackage maintenance fund 
would come into play under your proposal. What I 
wanted to know is under the situation as I have 
postulated it here might it not be cheaper in some 
cases, perhaps -- or, should there be some consideration 
given to subsidizing a truck line over that highway? 

MR, STECHISHIN: In the situation you have 
postulated, Mr. Commissioner Mann, it seems to me that 
the Board would decide it was not in the national 
interest to maintain the line. I find it difficult 
to picture a situation where the Board would say: "We 
must keep that branch line" where this other alternative 
is open, 

Q. There is one other matter about the 
fund, Do you envisage any substantial reduction, or 
any reduction of any kind, of branch lines which might 
be found to be marginal and which are supported in 
part out of this branch line maintenance trackage 
fund? What incentive is there for anyone to reduce 
trackage -- marginal trackage? 


MR. STECHISHIN: For anyone? 
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Qo Yes, either for the railways or the 
Board? 

MR, STECHISHIN: Well, the government would 
have an incentive because it would save them money, and 
I think the railways would have. 

Qo What is the incentive that the railways 
have? Why should they not just go on being paid by 
the federal govermment and applying the moneys from 
this fund to a reduction in the non-competitive traffic 
commodity rates thereby keeping the rate level at 
a more erosion-proof plateau? 

MR. STECHISHIN: I see more expenses under 
branch lines than trackage. 

Qe Indeed? 

MR, STECHISHIN: It would eliminate those 
expenses if they were to eliminate the branch lines, 
would it not? 

Q. There would be some gain, would there 
not, in using those moneys to keep the non-competitive 
rate level down? 

MR, STECHISHIN: Would you say that again, 
please? 

| Qo Would there be some gain to the 
railways in using the branch line trackage maintenance 
fund moneys to keep the non-competitive rate level down’ 

MR. STECHISHIN: There certainly would be 
some incentive, but would there not be more in 
eliminating the complete cost of the branch line 


rather than just the trackage on the branch line? 
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Q. It could be, This becomes a matter of 
judgment. 

MR, STECHISHIN: I would think so, 

Q. Mr. Stechishin,; in your submission 
at page 95, for instance, you are talking about rates 
per car, and we have just discussed those a few minutes 
ago in the American context with regard to fresh 
fruits and vegetables. Would you go further and 
suggest that trainload rates should be the praqtice 
in Canada? 

MR, STECHISHIN: I would prefer not to go 
beyond the brief in that regard, Mr. Commissioner Mann, 
I know that there is a distinction between the large and 
the small shipper in the present rate structure, which 
is condoned by Parliament, apparently, between l1.c.l. 
and class rates, Why there should be a distinction 
there, and not between carload and trainload rates, I 
do not know, but I know that there is. I am not 
prepared to express an opinion one way or the other on 
that subject at this time. 


Q- At page 97, dealing with incentive rates 


you say that a more widespread use of the incentive 
practice might lead eventually to the virtual elimina- 
tion of the Canadian Freight Classification. would 
that enable us to get rid of the class rates as we know 
them today? 

MR, STECHISHIN: I think the railways have 
put in incentive rates which have virtually eliminated 


the use of the Classification. The one exception might 


‘en? 4) 
rig} 


‘ aw,» 5 i" a4 : 
fr yah) ee (ul 


‘. ‘teens 


ad | a plperean i 
ethan * veo86 ute? Dod bad et... 


VP aL Y 


ayes j . Hy i 7] v7 ’ a v2 

‘Nyoman tiny - gahaarepare 
| Pare, fis “riety ab yatatel soese cm aa om 
1 Ae : 


= a ¥ " a 


aS saver diode anliied oxe boy . vomatenh MOT) e eanq t 


A ne e 
43° ea - ty nat ’ 
) yeonks wet s ened? Bevenpeld teat evad ew hos ta0 194 
@ ! i iis OB . *) A, 
Pe ae oF Piggott Mole Uxeiido aeotaemh ene at” cant i eat 
¥ H ay 


Pa ay, . dg ; 
ic. Bae todd 08 ony Gland ,eeldgdeygov bits ediwrh i i ; 


—* 
ats 
—— 
—_ 
: - 
: a 
- 
< ” 
£ 
° 
= 
—- 
= 
— 
_ 


mm 1h i 
i gy oa £Pasrny at af higena 2e76% Bag tutes? tad? Joougie. - 
y eae if 
eh si tehensp mt OP 


es - a 
* 
es 
—ty 


é \ és > rare, CRA med 
a) 69, 08 7 peend blac 7 sHibeleoatS . ty ‘ ab 
‘a i 
4 Ves 
a set “eceEaiwaoD .am Yragat Pang i Ystad eAg benign 
a 1 ig 4 i 
iy ay y " ¢ » be ~ my 2 4 ! ; 
Phe eucel si oeowted potitertsiebho # si eto? sis io word I - 
I aA 
i i / ij it 
| “potty .srotocute eda treaetq oft HL seqqsae I Lem odd, ‘a 
q Dex Pi! a 3 Wy) 
: wy p Pal b of ea . ae | 
t iN pa . t * j * ~ ¥ 7 i, =~ v ha yrStis ® [ te y | v4 hasgbmoo 3 % ics sith i, 
4 
ie f ; it 
a iI, 


ast 


sottumiteth a ef bivoete eqnet yan esas seattle bas’ 


Tt .ae# baolvlar? Dae ba finan a gous ed son Lae sit at 


} “ 

tow ae I at gven? geefo word I ted pwoml adh ab | <i 
| > ity é 

do vedto edt 1 Yaw oxo sotatqo as noetqEe 8 boraderq | OS 

, : I % it hi 

onthe efie ve a saad a 

RT | ht Urals 

Setik sytinsont care.gaalaeh {TO ogame te) | eave 

BD Sy livootl did es “dip tt hawnqaehin sles van ot 

‘t 


{ 
a 7 -nadatio Lavdity wat, re eeLaus neve baet . ner sotto 


+ iy 


sod" ali ozawa nai be +% 


peiyitl ig ry 


Bf be 


= nyt iy i“ i J bi ai iy _ hn y 
he j 


; eee ? Rey 
Oy ‘seat weet wae . 


- S 
val 7 
7 


of i 


ANGUS, STONEHOUSE & CO. LTD. Stechishin 16398 
TORONTO, ONTARIO (Mann ) 


be in ].c.1., and that is being taken care of in 
some respects by the new merchandising service, 

Q. But if we get rid of the Canadian 
Freight Classification altogether can we get rid of 
the present concept of class rates which are --- 

MR, STECHISHIN: yes, I think so, I do 
not see how you can have class rates without a 
classification, 

Q. That is what I wanted, In your discus- 
sion on demurrage -=- and that has been such a conten- 
tious subject for so long == could you tell the Commissio 
when the present free time was put in, and when was it 
determinable -- the length of the free time that we have 
today? 

MR, STECHISHIN: The 48 hours, do you mean? 

Q. Yes, the 48 hours'free time. How far 
back does it go? Does it go back to about the beginnin 
of the century -- would that be it? 

MR, STECHISHIN: I think it is about 1904, 
put I could be mistaken about that. I am not positive. 

Qe Do you have any current statistics of 
the percentage of cars released within free time? 

MR, STECHISHIN: I do not have them with me, 
but I have seen them. 

Q. The Canadian Car Demurrage Bureau used 
to put them out, but I have not seen them lately. 

MR. STECHISHIN: I believe they still do, but 


they are not public. 


Q. We can get the information from the 


=7 


path mise al .betnew L dade at eae) “.Q0 reds) eo 
~nstino & sous navd ead teat 7 + cpesumeb no gota ia va 
OO sd? fied ooy binoo =« anor. ob 102 footdve ewtt [st 
) 2E Waw peste bas. at dug any Smit 9627 tarseerg ical at 
ia! widest ott sox, eat ‘to > A aaet, oad —~ Sidenterstan  } F ; 


tasem woy ob .eivod BA edt — 2MINOEMOSTE 6AM 1.4, mt : i an 
78% woH cut? ser't'exnod G4 ef .het. 4B ) >> hae 
plonteod edd svoda oF oad og 42 seed fog eh eect alba 
tt. ad aad? bigow «= reset 30 

MOel Iuode at sh wat dd Ei WISE roe eR) etieely 
| sovidbeog ten wu I tant Guoda noo te Lm od ‘pies red at , vis 
fo anltettata deorine yRa eved MOT oa a 
Tomls oan"? vibidt. beesa {oe W186 wiaaareeczag ond » 
| @m city wedt syad fon,eb X /ARMRTIOE TE vost Rs af | 
bery wee vd saaccumed Gep- matbangs, add, ino ee 

usted med? moon fon syed 1 tau Teen Sia 


id .Oh Liida yodt ovehiod T Reagents Nae 


ah oa | 


th ge 


i ' 7. m ae! 7 
allt dee pe hid ie & ll ae ere pena on ” eae Haka 


ANGUS, STORE SOGED HEH LTD. Stechishin 16399 
(Mann ) 


Canadian Car Demurrage Bureau, can we? 

MR, STECHISHIN: I suggest you ask the 
railways. 

MR, MAURO: Have you seen these figures, 
Mr. Stechishin? 

MR, STECHISHIN: yes, I have, 

MR, MAURO: Can you make them available? 

MR. STECHISHIN: I know I have seen then, 
but whether we have them or not I do not know. 

MR. MAURO: If we have them we will let the 
Commission have them, 

COMMISSIONER MANN: Qe The last question 
I have on the brief relates to a discussion of transit, 
and I wonder whether you could enumerate for us the 
number of transit privileges that exist today -- the 
types of transit privileges? 

MR, STECHISHIN: I find it rather difficult 
to answer that question without reference to books. 

Qe Let me suggest some to you, and you can 
tell me whether I am right. 

MR, STECHISHIN: I am sure you are, 

Q. For instance, the dressing of rough 
lumber in transit? 


MR. STECHISHIN: Yes, there is dressing and 


drying of lumber. 

Qe Sorting and cleaning and bagging of 
certain commodities? 

MR, STECHISHIN: Yes. 


Q. Stop-off in transit? 
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MR, STECHISHIN: Well, they are all stop- 
off in transit, 

Q. I mean, storage? 

MR, STECHISHIN: Storage, yes. 

Q. And, of course, milling in transit? 

MR, STECHISHIN: Milling is probably the 
principal one in Canada, 

Q. I think we discussed this rate briefly 
before, but do you advocate that there should be manu- 
facture in transit? 

MR, STECHISHIN: Yes, 

Qe So that if I am a receiver and I bring 
in raw material from an intermediate point and change 
the nature of that raw material into a finished product 
I should get the balance of the full rate? 

MR, STECHISHIN: I ites Say that the 
transit privilege in that particular case would depend 
to a very substantial degree on how easily you can 
trace the movement of the inbound raw material to 
‘the movement of the outbound finished product. ibe 
the outbound finished product is a combination of 
inbound raw materials -- for instance, you might bring 
in a lot of coal to manufacture steel. In that case 
you do not ship the coal out because it is lost in the 
process. A lot depends on the ability of the railways , 
to police that type of transiting. 

Qo Along the lines, for instance, of the 
conversion of grain into a finished product? 


MR, STECHISHIN: Gragn? 
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Q. The conversion of grain into the 
finished product, namely, flour, which is milling in 
transit? 

MR, STECHISHIN: That is the principal 
milling in transit that is available. 

Qo In your view, if similar circumstances 
existed with regard to manufactures generally they 
should also have transit privileges? 

MR, STECHISHIN: I think they could be 
expanded considerably. I think they might be built 
up gradually in order to gain experience in having 
transit privileges with respect to different types of 
processing. I can say there would be no difficulty 
with raw steel being fabricated into steel forms. 

Q. Is that allowed in Canada? 

MR, STECHISHIN: No, but it is in the 
United States. 

Q. You can bend and drill steel? 

MR, STECHISHIN: You can add on gusset 
plates, etc. 

Q. I said that was the last question I 
had on the brief, but may I ask you one more? We 
have heard quite a bit about equalization of freight 
rates during our hearings. In your opinion -- and 
you have had a lot of experience with it -- has 
equalization lived up to the hopes of its proponents? 

MR. STECHISHIN:s You say that we have 


heard a lot about it. I first want to preface my 


remarks with the statement that you have not heard very 


tat 
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much about it in the Manitoba brief, In direct answer 
to your question I would have to say that the general 
impression I get back in Manitoba, at least, is that 

it has not lived up to what they expected from it, 

Q. Would it be possible for you to indicate 
to us why? 

MR, STECHISHIN: I think I could -- the 
principal reasons, anyway. I think .the first disap- 
pointment that we experienced in Manitoba on equaliza- 
tion was the absence of the maritimes from that 
equalization, The proposals which were advanced in 
the discussion stages all included the weighting of 
the maritime sent with the western high rates as 
a part of the reduction which we expected to get in 
the west from equalization. The second disappointment 
from Manitoba's point of view, I think, -- but not from 
Alberta's point of view, I believe -- was the considera- 
tion of the new east-west through rate scale which we 
felt was not equalization since you are not taking two 
different articles and making them one, but rather it 
-was the creation of a new rate scale, or the substitu- 
tion of a new rate scale for an old scale. I think 
the third principal point upon which equalization can 
pe said not to have lived up to expectations is the 
tremendous growth of traffic now moving under agreed 
charges. 

Q. Under agreed charges? 

MR, STECHISHIN: Yes, under the agreed 


charges, which, of course are exempt from equalization, 
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as are other commodity rates, They are occupying a 
larger and larger share of the total traffic, and in 
talking to shippers I find that the general feeling 
is that any benefits that might have been achieved 
under equalization cannot now be achieved because of 
the incidence of the agreed charges. 

COMMISSIONER MANN: Thank you very much, 
Mr. Stechishin. That has been very helpful. 


THE CHAIRMAN : Mr, Platt? 


BY COMMISSIONER PLATT: 

Q. I have just ome question, Mr, Stechishin 
I do not think there is any Canadian data available -- 
or, at least, I have not seen it -- but from your 
experience in United States costing perhaps you 
could give me some help on this. When you get an 
increase in costs due largely to labour and materials, 
which I assume is the common reason for increased 
costs, have you any idea of the relative effect on 
terminal and line haul cost in trucking as compared 
with terminal and line haul cost on the railways? 

MR, STECHISHIN: The only figures I have 
seenm that, Mr. Commissioner Platt, are, of course, 
American figures, and the general consensus of thinking 
of costing men is that the ratio of terminal to line 
haul via truck is less than it is by rail. In other 
words, if you have a rate of $1 by truck it might be 
30 cents terminal and 70 cents line haul, whereas by 


rail it might be 50 cents terminal and 50 cents line 
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haul, 

Qo yes, Now, we get an increase in 
materials and labour which has to be taken care of, and 
suppose this increase in total is the same for truck 
and for rail. What would happen to the 30/70 and 
the 50/50? 

MR, STECHISHIN: If you get the same 
increase for both the truck and the rail operator? 

Q@. Yes. 

MR, STECHISHIN: Under those circumstances, 
of course, the truck terminal costs will increase less 
than the rail terminal costs, However, I should add 
this, that that relationship is changing more and more 
with the congestion, especially in the larger cities. 
At one time truck terminal costs included what the 
trucker has to pay the filling station to take his 
phone calls, but now he has to have his own building, 
and he now has to have separate delivery trucks in 
suburban areas because the large trucks are not 
allowed in them. These are al] terminal costs, and 
very little in the way of line haul costs. On the 
other hand, the savings that the railways are making 
are on the line haul costs rather than the terminal 
costs. I think these two factors would tend to bring 
the railways and the trucks more and more in line, 
terminal vis-a-vis line haul. 


THE CHAIRMAN: We will take a break now. 


---Short recess. 
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ANGUS, STONEHOUSE & CO. LTD. 16405 
TORONTO, ONTARIO 


THE CHAIRMAN: Order, please, 
---RE-EXAMINATION BY MR, MAURO: 

Q. Mr, Chairman, most of the questions 
that I have marked down over the period of cross- 
examination to re-examine Mr, Stechishin have been, 
I think, satisfactorily covered for the Commission. 

There are one or two points that I 
thought I might clarify through re-examination. 
Firstly, this: in being questiorsdby Mr. Sinclair, 
Mr. Stechishin, on page 16278 of the transcript, 

Mr. Sinclair asked: 

"Q@. Do you think it is to the benefit 

of the Canadian economy as a whole to 

have the railways offset geographic 
disadvantages of particular shippers?" 

Now, Mr. Stechishin, eo de anything 
in the Manitoba proposal regarding long and short 
haul cost that would compel the railway to offset 
geographic disadvantages? 

MR. STECHISHIN: No, there is not. As 
a matter of fact, we suggest that the railways should 
not be permitted to remove existing geographic 
advantages, 

MR. MAURO: Another point that my learned 
friend brought up this morning, Mr. Chairman, was 
concerning some of the figures that appeared in 
our presentation, particularly the figure in paragraph 
168 of $2,433,530,000.00 over a six year period. 


These were expenditures. My learned friend asked 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin y SC-EX, 16406 
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Mr. Stechishin whether he was familiar with the 
classification of accounts and whether or not that 
figure represented capital outlays or expenses, ze 
have had the opportunity over the lunch hour to 
discuss it with our accounting adviser. I am 
advised that figure does not include any capital 
items, but are the expenses that are chargeable 
against the freight shipper. 

COMMISSIONER ANSCOMB: Any capital 
items at all? 

MR, MAURO: No capital items, It includes 
all items that are chargeable to the freight shipper 
under the classification of accounts as expenses, 

MR, STECHISHIN: I might mention, 
Commissioner Anscomb wee 

MR, SINCLAIR: Of course, with respect, 
the brief says monies spent on modernization, 

MR, MAURO: Well, I will read paragraph 
168: 

"The province of Manitoba feels 
that it is most important that 
expenditures totalling $2,433,530,000. 
over a six year period require close 
analysis since, as previously stated, 
under the present ‘requirements formula' it 
is the freight shipper who must bear 
the burden of these expenditures." 

And it is in that context that if there is any 


misunderstanding, that is what I am clarifying now. 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin, re-ex, 16407 
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These are items that are properly chargeable under 
our classifications of account as expenses, That 
is the only point I desire to make, 

MR, SINCLAIR: Are you saying that 
notwithstanding what is stated here that these 
are expenditures for maintenance and depreciation 
in six years? 

MR. MAURO: WMo, I am saying that these 
over the six year period are items -- I do not 
want to get into the terms, Commissioner Gobeil -- 
they are items that are properly chargeable under 
our classifications of account as expenses which 
are borne by the freight shipper. 

COMMISSIONER ANSCOMB: There is not 
a diesel charged in there? 

MR, MAURO: No. Perhaps Mr, Stechishin 
could put it into the record, 

MR. SINCLAIR: They are taken from 
Canadian Pacific annual reports including maintenance 
of way, maintenance of equipment, transportation -- 
all these items, 

MR. STECHISHIN: These are the the items -~ 
two billion four hundred odd million dollars which 
appears on page 80 is the sum of the annual figures 
shown in paragraph 167 near the bottom of page 79. 
And these are the items which appear on page 25 
of the annual report 1958 and earlier years under 
the headings: railway expenses, road maintenance, 


equipment maintenance, traffic, transportation, 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin, re-ex, 16408 
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railway lines, miscellaneous, railway operations and 
general. 

The sum of those accounts as shown in 
the Canadian Pacific annual report are the figures 
reproduced on page 79. The sum of the sums on page 
79 are shown on page 80 as $2,433,000,000. for the 
period 1953-1958, 

MR. SINCLAIR: For the C.P.R. alone? 

" MR, STECHISHIN: The C.P.R. alone, yes, 

MR, SINCLAIR: But they have not anything 
to do with modernization? 

MR, MAURO: Mr. Stechishin has put it 
on the record, 

Q. The other point I would like to cover 
with you, Mr. Stechishin, beceuse it was touched 
upon by Mr. Commissioner Gobeil and Mr. Commissioner 
Anscomb, and one question by my learned friend, Mr. 
Cooper, is this matter of the branch line subsidy 
fund. I feel perhaps some clarification is in order. 

Mr. Stechishin, what is the present 
method of rate increase applications in Canada? 

MR. STECHISHIN: The Ganadian railways 
when they feel their revenues are inadequate for 
proper operation of the companies will apply to the 
Board of Transport Commissioners with a request that 
they be permitted to increase their rates. 

Q. To what? 

MR, STECHISHIN: Well, they ask them to 


increase the permissive level of earnings so that the 
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railways can improve their net revenue position. 

Q. This is what is referred to as the 
revenues formula? 

MR, STECHISHIN: The Board has devised 
a revenues formula and has indicated that they will 
allow the railways to earn up to the amount stipulated 
in the railways formula, 

COMMISSIONER ANSCOMB: Expressed in 
dollars? 

MR, STECHISHIN: Expressed in absolute 
dollars; not as a percentage, 

MR, MAURO: Q. Then, what sources of 
revenue have the railways in order to achieve this 
permissible level of earnings? 

MR, STECHISHIN: Almost exclusively the 
freight payments. The payments for freight. 

Q. Now, we have got this situation that 
under our present law the C.P.R., as the yardstick 
road, has been given a permissive level of earnings 
in dollars and cents? 

MR, STECHISHIN: That is right. 

Q. And when it feels it needs. ‘more 
money to get this return on its investment and 
everything else permitted, it goes before the Board 
of Transport Commissioners and requests an increase 
in its permissive level? 

MR. STECHISHIN: That is correct. 

Qe And that the major -- almost the sole 


Source of revenue, particularly net revenue, is the 


" 
v¢ 


lide 


tee eh eter | - 


° b 
_ 


) ® 
} ;, ‘ ae nS - 
ee s ; i re Lette asap vo 
BAe. a ve 
dP Sep soe ont exeott itt MONRTHOETE 
2) . ae aA ‘A so 
Pate fikw yn ten? bevsolbal eact tens orem eenceyen 
oamtgsta tapos aff os cau muse of Bye te te od welt 
we x nf .e 1 -« 
~ an uf 4 
i é 
i ; ,Simgo?® syawi tat ontt Pe a Hf 
‘ ma ; - ey ‘ te 
H ‘fs a! j 
ee ; ats1qx ANCCEA BEWOTSEIMMNOD ae, Ay! 1 
of Sow ¢& 
= to £5 *"y 7 8 3 AW ; ij ey . ui ei | 
y ¢ 
bind evétdes of tobvo af evaniiteas scl? ova Tr, tae a 
‘omateses to level.efdteeimgeg - ie 
i " 1« oe 
a. ; A : a |= 
ae sity vieviguiexe PhowlA sMARCIEOgre .ae meee ity): 
ty" ad ay; 7 Ay 
if | 
ay ioxt tot dvnetyaq eft -atnenysgq drigist | ie 
' : LSE 
i a fiw toJ 4 ya B als J a! Fie ia 4 s 17 a) , Aa - : 
! : nal ar 
: a 
HOD Tob ser « 4 Br x a hy efiu wel toss . <4 THO oba :s ™ 
ey 0 
R ae, A bak 
naiticiags to Level orisaioteg # nevig ese ze ,beot Pe 
f } { aa. 
t O08 
: tadase bas acaltob nt Dp 
os re 
; ‘ 5 ie aie P : im x 
| .Stigin at tag? 7MIRLNORTS ,at ane 
i , i 7 ‘ sae 


$ 


-_ equ ebeen if pfoest a c fase ae a?) 


--¢ 
pp  F 


iD ¥ ¥ = : i . : ths 
, «bs teeattbwnd aff ao mumet GH Jeg ‘od Yeas, 


i q : ieee : 
i hrsog edt o% octet meee a bedd twueq oaks tec iy ee 


j an as : yore <6 
“a ee —“Shewet vytaateeeg apbiae 
. ia | : Ray said, > aati: ue) * 
de ks, iver a ies a ENED SEP, aM ne, 

: a ad + Lh te ue 5 Save loa 


ie suites Saat 7” exrantaainai. tid sant Ye 


py Spare 


=? 


ANGUS, STONEHOUSE & CO. LTD. Stechishin, Pe -eX, 164,10 
TORONTO, ONTARIO (Mauro ) 


freight shipper? 

MR, STECHISHIN: That is correct, 

Q. What is the present procedure as 
to branch line abandonment in Canada? 

MR, STECHISHIN: Under branch line 
abandonments, the railways will go to the Board, 
under section 168 of the Railway Act,which reads: 

"The company may abandon the 
operation of any line of railway with 

the approval of the Board, and no company 

shall abandon the operation of any 

line of railway without such approval," 

I might just add at this moment, Mr. 
Commissioner Anscomb made mention this morning about 
whether that branch line is in the national interest 
or in the local interest, A A think the mere fact 
that Parliament saw fit to put this clause in the 
Railway Act subject to the jurisdiction of a body 
of Parliament, the Board of Transport Commissioners, 
would indicate that Parliament, at least, felt that 

any branch line was a matter of national interest, 
since they did not leave it to the discretion of 
the local people, but they said it mst be approved 
by a parliamentary creature, as it were. 

COMMISSIONER ANSGOMB: If I agreed with 
you, I would then have to say that Parliament makes 
alot of mistakes. 

MR, MAURO: We are hoping some of them 


will be changed as a result of the report of this 
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1 

D Commission, 

3 Q. Section 168 of the Act governs 

4 the present procedure, Mr. Stechishin? 

5 MR, STECHISHIN: That is correct, 

6 Q. And the railways come before the 

7 Board of Transport Commissioners and they say; "We 
8 want to abandon this particular line", and I assume 
9 that they show that they are losing money on the 

10 Line? 

1 MR. STECHISHIN: Yes, the railways 

12 present figures showing the revenues received from 
13 the line, the cost of operating the line, and in 

14 the case of an abandonment the deficit from the 

15 operations of that line, 

16 Q. And is this all the Board of 

17 Transport Commissioners considers -- whether or not 
18 there is a net loss? 

19 MR, STECHISHIN: No, the Board of 
20 Transport Commissioners, in addition to looking 


at the financial figures submitted by the railway, 
then consider whether in the opinion of the Board 
it is in the national interest or not in the national 
interest to continue the operation of that line. 

Q. I recall the phrase commonly used 
"nublic convenience aninecessity". Is that a 
correct phrase? 

MR, STECHISHIN: That is, yes, yes. 

COMMISSIONER MANN: In connection with 


that, the Board's phrase is: 
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ANGUS. STONEHOUSE a& cotton, Stechishin, re-ex, 
TORONTO. ONTARIO (Mauro ) 16412 
"That the convenience of the 

public outweighs. the loss to the 

railway." 

MR, MAURO: Qe Therefore, Mr. Stechishin, 
the railways come before the Board of Transport 
Commissioners; they prove financial loss; the Board 
says, "Yes, you have proven financial loss, but we 
feel that public convenience and the necessity 
outweighs; this financial loss", What then happens? 

MR, STECHISHIN: The railways are forced 
to recover that financial loss from, generally 
speaking, the freight shippers, 

Q. Yes. So, under the present system, 
if the Board says: "That is mo#t unfortunate, that 
you are losing the money, but our public convenience 
and necessity requires that the line be maintained," 
The railway has to place this additional burden on 
the general freight shipper? 

MR, STECHISHIN: That is correct. 

Q. What would be the procedure under 
the Manitoba proposal? 

MR, STECHISHIN: In so far as the 
railways are concerned, it would be identical. The 
railways would come forward when they ascertained 
that they are not receiving sufficient revenue on 
a branch line, They would apply to the Board, 
presumably, with exactly the same sets of figures 
as they have prior“te-this method being adopted, and 


then the Board would consider, audit the figures first, 
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ANGUS, STONEHOUSEaco.ttro. Stechishin, re-ex, 

TORONTO. ONTARIO (Mauro ) 164.13 
and if it were established the line was a deficit 
operation the Board would consider whether or not 
it was in the national interest, and if the Board 
concluded it was not in the national interest the 
abandonment would be proceeded with, On the 
other hand, if they concluded that it was in the 
national interest to abandon the line the Board 
would order a payment from the fund to the railways 
and the burden of that branch line would then not 
be passed on to other shippers. 

Q. Now, how would this -- you have 
told us that there would be absolutely no difference 
except that the burden that is presently transferred 
to the freight shipper would now become a burden 
of the federal treasury under our scheme -- 

MR. STECHISHIN: That is right, 

Q. -- would you explain to the Commission 
what the effect of this scheme would be; first, on 
the railways, and on the freight shippers? 

MR, STECHISHIN: The effect of the 
scheme, I think, on the railways would be pretty 
well the same as that proposed by the railways in 
the suggestion that there be a subsidy on Crow 
rate, 

If I might just read from paragraph 154: 

"As indicated above, the prevailing 
ceiaaed governing rail management is that 
losses resulting from deficit operations 


are met by the revenues of profitable 
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ANGUS, STONEHOUSE & CO. LTD. Stechishin, re-ex, 


TORONTO. ONTARIO (Mauro) 16414 
1 

D operations, The Canadian Pacific 

3 Railway and the Canadian National Railways 
4 now propose a material departure from this 
5 prevailing concept, In relation to the 

6 carriage of grain under statutory and 

7 related rates, they suggest as follows: 

8 Firstly: That the carriage of grain 

9 under statutory and related rates has 

10 resulted in a very large deficit to the 

1 railways, 

12 Secondly: That they cannot recoup these 
13 deficits from other freight traffic, 

14 Thirdly: That the losses should not be 
15 met by increased charges to the farmers 

16 but should be subsidized by the Federal 

7 Treasury." 

18 What we are suggesting here is that if 

19 we substitute branch lines for grain under statutory 
20 rates you come up with the same logical ‘sequence 


of that. 

Q. In other words, this appears in the 
Manitoba proposal under paragraph B of the terms 
of reference: obligations and limitations? 

MR, STECHISHIN: That is right, sir. 

Q. And what the province of Manitoba 
has said here is that the railways have mentioned 
Grow's Nest grain rates as an obligation and 
limitation which results in a burden? 


MR, STECHISHIN: That is right. 
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ANGUS, STONEHOUSE & co.tTo. Stechishin, re-ex. 164,15 
TORONTO, ONTARIO (Mauro ) 


Q. And that the railways have said, 
"Do not charge anything more to the grain shipper; 
give us our proper rates, but let the federal 
treasury pay the difference," And what Manitoba 
is suggesting is that the same logic be applied to 
any burden that might result from branch line 
deficits and from passenger deficits; that they 
be removed as a burden from the freight shipper? 

MR, STECHISHIN: That is correct, 

COMMISSIONER ANSCOMB: Mr. Mauro, 
is it the same logic in actual fact? In the first 
case, the railways say the so-called captive traffic 
is not paying enough, and they agree with you on 
that, presumably, but they say to the federal 
treasury, "You pay us the difference and we will be 
happy." | 

Here, you say you have got the same 
logic, and yet if you are going to make them continue 
to run this line that is unprofitable and get the 
federal government to pay it, you are then going 
to give what the federal government pays them to 
the shipper? 

MR, MAURO: Oh, well --- 

COMMISSIONER ANSCOMB: Where does the 
railway get any benefit out of that? 

MR, MAURO: Let us look at their grain 
scale. 

COMMISSIONER ANSCOMB: I did not want 


to mix the two, You mixed the two. 
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MR, MAURO: I think it is important 
in the context, This is the context: the railways 
say, "We think we need 100 per cent increase in 
rates on grain", And, so they do come before the 
Board of Transport Commissioners in the normal 
fashion and they proved their case: 100 per cent 
increase in rates on grain gives them a fair return, 
It would be the same as if the Board then said, "We 
grant you the 100 per cent increase, Mr. Railway, 
but you cannot raise your rates to the farmers. We 
Will give you the difference from the federal 
treasury." So that the railways are not getting 
any benefit, so-called, They are exactly handing 
the bill to a different person; handing the bill, 
instead of to the grain shipper, to the federal 
treasury. 

COMMISSIONER ANSCGOMB: Except in this 
case, Mr. Mauro, they are not getting anything from 
the grain shipper; they are going to get it, if they 
get it at all, from the federal treasury. So, they 
are going to get something. In this case of yours, 
they are going to be told to run a railway. They 
will get somethimg for so doing, but they will have 


to give it to my friend sitting on my right here, 
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MR, MAURO: Well, exactly what they are 
doing in the grain cases, They are not going to do 
anything more than what they are doing. They say 
this is a 100 per cent increase and our bill is $100 
million, They say it is a burden, we cannot any 
longer maintain the traffic because we cannot recover 
our losses on other traffic. 

COMMISSIONER GOBEIL: I am all right on 
that, but when you start that you say you want to make 
it clearer to me, It is not clear yet, as far as I 
am concerned, It seems to me that your solution is 
subtle. I don't see how a track maintenance fund 
comes in to saddle a deficit. You say if they want 
a subsidy for grain, okay, but let us havevit also for 
passenger and branch lines, You say $2,500 per mile 
of track. I presume it is not jaunt a figure out of 
the air, it is based on something, and then you say 
3,000 miles and then at the same time you come up 
with $7 million. But supposing the railways prove 
that their deficit on the branch line is $30 million. 
Are you going to have two subsidies? 

MR, MAURO: I think as far as our figures 
are concerned, Commissiomer Gobeil, we had no figures 
that we could go on at all. We took out a figure 
per mile of track that appeared in the railweys' | 
cost studies, and our Transport Commission tried to 
come up with a figure which approximated the non- 
compensatory branch line mileage in Canada. The 


railways might come forward and say, as a matter of 
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fact, our figure should be qualified, it should be 
5000 or 1500 miles. But regardless of that, if this 
Commission were to adopt the proposal the principle 
applies: they would ascertain the number of miles of 
deficit or non-compensatory branch line operation in 
Canada, evaluate a mileage trackage fund and make this 
available in the manner in which we propose it, 

COMMISSIONER GOBEIL: Supposing it was 
proved that the deficit of branch lines is $30 million 
and there are 3000 miles of branch line deficit, you 
would simply divide those two figures and then you 
would say your deficit fund is $10,000? 

MR. MAURO: If, im fact, the cost of main- 
tenance of branch lines was $10,000 per mile. But 
remember that we are distinguishing here betweenqera- 
ting and maintenance costs. The bridge subsidy did 
not compensate the railways for operating costs over 
the bridge but simply for the mileage factor, the 
trackage. We don’t suggest this is a perfect scheme. 
In some of the proposals we will be hearing from one 
of the railways, some of their suggestions are interesti 
and we put this forward as a possible solution to this 
very large deficit which we contend is largely being 
maintained in the public interest. It will not 
improve their net position. Commissioner Mann said 
it makes them more erosion proof because there is this 
requirements formula. If they are receiving these 
revenues on the non-competitive commodity and class 


rated traffic it requires less of an increase and 
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therefore less possibility of erosion in their general 
traffic. 

THE CHAIRMAN: The trucks would have the 
same objection to this as they would to the bridge? 

MR, MAURO: Yes, The only basis upon 
which Manitoba could suggest this would be if we found 
a branch line deficit was in the public interest, Thi 
should not be a method of continuing inefficient trans- 
portation, and we leave it to the Board of Transport 
Commissioners or some other duly authorized body to 
determine whether or not the bramch lines are in the 
public interest, If so, we say that the treasury 
should bear it. 

MR, COOPER: To clear this matter up as to 
the point Commissioner Anscomb was asking, it seems to 
me that in the Crow's Nest subsidy ee ens the net 
position of the railways is improved at the end of 
the year. In the proposal which is now being put 
forward for a branch line trackage maintenance fund, 
the net revenue position of the railways is not im- 
proved at the end of the year, and that is the funda- 
mental difference which I suggest Commissioner 
Anscomb was pointing out between the two schemes. 

MR, MAURO: Well, that is a matter for 
argument. I don't think I should do it in re-examina- 
tion. Suffice to say, in my opinion the railways do 
not pay for any of this. It is being met out of the 


requirements formula. 
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2 friend Mr. Cooper put to you, Mr. Stechishin -- it may 
3 have been touched on by Commissioner Mann -- that this 
4] proposal would tend to retard abandonment of branch 

5 lines, 

6 MR, STECHISHIN: No, Mr, Mauro, I do not 

a think it would. I think if anything it would probably 
8 increase the number of applications on the part of the 
9] railways for abandonment rather than retard it, because 
10/ under the present system the railways have ae 

i1 chance of either having an application accepted or 

12| rejected, and if it is rejected the railways would have 
13| topay the additional expenditure, Under the proposal 
14| we make the railways would be relieved of the expendi- 
15| ture or insist on the continuance of the branch line, 
16 MR, SINCLAIR: Om the question put to the 
17|| witness on law and his answer was 168 would not have 

18] been put into the statute, that is the one that requires 
19 the Board to approve an abandonment of the branch line 
20| if that was not thought to be in the national interest, 
21|| of course, as this is federal railway and within the 

22| exclusive jurisdiction of the Dominion, even although 
23|| 4t was of local interest, the only place it could be 


24| put would be in the federal statute. 


25 MR, MAURO: That is a matter of argument. 
26 That concludes the examination of Mr. Stechishin. 
27 Were you asking me a question, Commissioner 


28 || Anscomb? 
29 COMMISSIONER ANSCOMB: No. I simply wanted 
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have sat around here for eighteen months and I have 
heard consistently about this national interest and 
publie interest, Somebody has got to say that it is 
true, I do not think the Board of Transport 
Commissioners is any more competent to settle it 
than you or I, But take the isolated case of 100 
miles of line out in what I call wilderness and 

what you call unproductive land, How can anybody say, 
when the railway comes along and says that train has 
been running there for years and they can't get 
anybody to use it, it must remain in the national 
interest? 

MR, MAURO: Because, frankly, I think that 
a person can very simcerely say that because there are 
areas in this country that would never be anything 
but wilderness except for the first pioneering step 
of someone saying we are going to put in a railway 
line, we are going to open this up. 

COMMISSIONER ANSCOMB: I agree with that, 
but that has already been done, 

MR, MAURO: But it is not sufficient to 
take a balance sheet and say that while a line was put 
in to open up this country, and a lot of people put 
their life savings in to develop a particular area, 
and a change of pattern develops -- that by the 
simple filing of a document which says we are not 
making enough money to provide the cost of this 
service, ipso facto this line should be abandoned, 
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that enters in there, I don't suggest that in each 
and every case should come to the conclusion, well, 
somebody says they want a rail line, we will oppose 
abandonment, but I do suggest there should be an 
appellate tribunal to which a group of people can 
go and say there is a public convenience, and if they 
prove it they have a right to the service, 
THE CHAIRMAN: Well, that is a matter of 
argument. 
MR, MAURO: Thank you, Commissioner Anscomb, 
THE CHAIRMAN: Thank you, Mr. Mauro, and 
thank you, Mr. Stechishin, You have been very helpful. 
We will adjourn now until the llth of 


October in this room. 


---Ad journment. 
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ROYAL COMMISSION ON TRANSPORTATION 


Proceedings of hearings held 
in the Court Room, Board of 
Transport Commissioners 
Offices, Ottawa, Ontario, on 
the llth day of October, 1960, 
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Mr. M. A. MacPherson, Q.C. Chairman 
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Ottawa, Ontario, 
Tuesday, 
October 11, 1960, 


--- On commencing at 10:00 a.m, 
THE CHAIRMAN: Order, please, 


MR, SINCLAIR: Mr. Chairman, before my 
friend, Mr. Frawley, introduces the evidence that he 
has proposed to call on behalf of the province of 
Alberta, I would like to refer the commission to volume 
96, being the transcript for the day September 29, 1960, 
at page 16377. This had to do, sir, with the discussion 
that had taken place by yourself, Mr. Chairman, and other 
members of the commission, with counsel for the province 
of Alberta and Manitoba concerning the date for the 
filing of the precis of testimony of Mr. Banks, 
Mr, Mauro -- I only need payee this --= eieaea 
the matter up in this way, and I am quoting Mr. Mauro 
from page 16377 of the transcript, being volume 96, 
Mr. Mauro said: | 
"T simply want to say, Mr. Shairman, | 
that I feel an obligation to this | 
commission to get a definite date. 
I will, in concert with Mr. Frawley, 
this afternoon vhone Mr, Banks and 
I will obtain a iate from Mr. Banks, | 
and I wish I could go further, 
Gommissioner Anscomb and Commissioner 
Gobeil. I feel you have a right to 


know that date, and this afternoon 
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there will be a date fixed" 

Now, I had assumed, Mr. Chairman, in view of 
that having taken place on the 29th of September , that, 
as counsel for Canadian Pacific, either my friends Mr, 
Frawley or Mr. Mauro or the commission, through its 
secretary, would have informed me as to the date that 
counsel said they would give you. 

Unfortunately, that likely had been over- 
looked, and I only bring this to your attention at this 
time because the sooner I know the date the more progrdss 
will be made, and I wonder if the commission could in- 
form me, 

THE CHAIRMAN: The date was fixed, October 
15th. 


MR, SINCLAIR: Thank you very much, 


Now, Mr. Chairman, the other point that 
wish to speak to has ~eference to that date, now that 
it has been fixed, wrich I now understand is the same 
date for both Mr. Banxs and the material of Mr. 


Saunders, 


THE CHAIR’ AN: Yes. 

MR, SINCLAIR: And that has to do th this 
At voltime 95 of the transcript -- that is the trans- 
ceript of September 27 and 28, 1960 -- at page 16267 
you, sir, were discussing the order of the commission | 
in relation to the dates for hearing and you said, 
after referring to the evidence to be forthcoming 


from Mr. Banks and Mr. Saunders: | 
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1 
Z ‘ 
r 
3 "I implore counsel to try with the 
4 experts to somehow shorten the matter 
5 of this costing technique", 
‘ I have given note to that, sir, during the last 


7| week's adjournment, and I have turned my mind to that re- 


quest of yours, sir, Of course, I was mindful of the 


fer) 


g| commission's order of June last, and I am at a complete 

10 108t to know what has happened. I would ask the commission 
11|1f they would be so kind, to enlighten me in regard to it 

12|| because I cannot turn my mind, I do not think, and come to 
13/2 conelusion with respect to the indication that you made | 
14| to us on September 28 concerning shortening, and counsel 
15| setting together with the experts, until the order of the | 
16||commission of the tenth of June is carried out. | 
17 I am reading from volume 80 of the transcript, 
1g|)and it goes on for a number of pages, starting at page 
1914070. At this time, I may summarize it possibly more 
99||Quickly by pointing out that the commission there directea 
91 || that a cost conference be held where counse! would not be 
92||present but the experts o* she grain handling organizations 
land of the western provi: ces would be present, as 1» wid ”~ 

| the costing consultants of che railways, And th was % 
be under the chairmanship of Dr. Armstrong of the *sommiss+ >| 
staff, and there was to be ‘inutes kept, All these sub- 
missions would be discussed and minutes were to be kept in 
which there would be recorded the areas or points of agrec-| 


i 


ment and the points of disagreement, and the cross-exami- 


nation would be limitei to the areas and points of i 
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disagreement arising from this cost conference, 

Now, that was suggested for July, and I do say 
to the commission this, that the cost consultants of the 
railways have been available since June, with the exception 
of two weeks when they took a vacation, They have waited 
and I have waited to receive some instructionsfrom the 
commission as to the dates. Now, of course, those dates 
could ab be given until the material was filed, But now 
that the dates are fixed; that is, October 15, would the 
commission please consider and let me know the date of this, 
conference so that it can get forward and then I can know | 
what we are going to do with the cross examination, I 
make this as a suggestion to you, sir, and I have put it 
all together on that basis. 

THE CHAIRMAN; We will advise you later, 

Meantime, Mr, Cumming has a statement to mak«, 


MR, CUMMING: Mr. Chairman, the directior of 


this commission to which » friend, Mr. Sinclair, hac ) 
| 

reference was, as you wi. aii recall, made in a very 
i 
genuine attempt on the p°-*: of the commission to facilitate, 


the handling of this re*trer difficu.t question of costing, 


It was with that in ms thas this sonference we ugges te |. 
Of course, as 2verybody knows, as we have seen 

all around us, particular) in the last few weeks, confer. 

ences are something that io not take place unless the 


conferees are willing, anc shat there is some prospect of 


progress being made. 


However, in view of this m@rning's developments 
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11 MR, SINCLAIR: Quite frankly, sir, what my sug- 


12| gestion was -- it does not involve meeting of counsel be- 


| 
{ 


14| commission and its staff merely fix a date for this confer 


ANGUS, STONKHOUSE ® CO, LTD. Cumming 16429 
1 
2 
3| and if the commission thinks it would be of any assis- 
4|| tance at all, I would be quite pkased to meet with hither 
5 for all these parties with the view to having a 
6|report for this commission as to what at this stage can fF 
7| practicably be done in connection with this costing matter 
8 THE CHAIRMAN: We will appreciate that. 
9 MR, CUMMING: I would suggest this afternoon, 
10 I do not know where Mr. Mauro is -- 


13 cause all I am saying now is the material is here; will % 


15|| sence at which counsel were not going to be even present. 


16 THE CHAIRMAN: We will fix a date, 


17 MR. FRAWLEY: Before a date is fixed, Mr. Mauro 
18] is concerned on this, as well as myself, and Mr. MacKimmni 
19] is concerned also. I rather thought Mr. Cuoming's ices 
20 was a good one, to just »:et and find out what change 


there has been since July. I know Dr. Borts is now in 


England, for instance. A I say is other people are 
concerned, I do not thix« any dates should be fixed with- 
out consultation with ir, “¢cxXimmi and Mr. Mavro. I 
thought Mr. Mauro would be here, As for Mr, “eck nmie's 
movements, I am not so wel informed. 

THE CHAIRMAN: Our efforts have been more or 
less abortive in this regard, We will make further 


efforts and advise all parties and fix the dates. 


MR, FRAWLEY: Mr. Chairman, before calling Dr. 
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Harries I have two statements to file. The Commission 
may recall that quite some time ago I filed a statement 
which became exhibit 81. That statement was called 
"Statement comparing agreed charge for freight rates from 
Eastern Canada to Vancouver with rates to Calgary and 
Edmonton on the same commodities as of December 29, 1959", 

I now would like to file as exhibit 81-A, I sug- 
gest, a statement which bears the same caption but shows 
the rate comparison as of September 20, 1960, I have 
given Mr, LaFrance some copies, and if it is agreeable 
that number will be 81-A, 

THE CHAIRMAN: You are filing it? 

MR, FRAWLEY: Yes, I am filing that, sir, and 
I have given out some copies. 

EXHIBIT 81-A, Statements comparing agreed 
charge freight rates from Eastern Canada to Vancouver with 
rates to Calgary and Edmonton on the same commodities as 
of September 28, 1960. 

MR, FRAWLEY: Then, some time ago I filed as 
exhibit 149 a statement showing all agreed charges in 
effect. It was quite a voluminous statement, running to 
61 pages, and that statement was captioned: "Agreed | 
charges in effect as of May 24, 1960" . I now would like | 

‘| 
| | 


to file an . addendum. ‘| 


; 
MR, SINCLAIR: Pardon Me, Mr. Frawley, is this 
exhibit 81-A -~ does this affect this statement? 
MR, FRAWLEY: It may affect that table in two 


or three instances, and that is one reason why I am filin 
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it, Mr. Sinclair, That is quite right, 

As I was saying, I also filed as exhibit:149 a 
very comprehensive statement showing all agreed charges 
except those that had been dropped out through cancellation, 
I would now like to file an addendum to that statement 149, 
which addendum includes all agreed charges up to October 1, 
1960. That, I would request, will become exhibit 149-A so 
that they can be together appropriately. 

EXHIBIT 149-A; Agreed charges in effect as of 


October 1, 1960. 


MR. FRAWLEY: I now call Dr. Harries. 


HU HARRIES, called 


THE CHAIRMAN: Now, I understand from counsel 
that Mr. Harries is giving two phases of the evidence? 

MR, FRAWLEY: Yes, sir, with the Commission's 
permission. Unless the Commission has some objection, I 
would propose that Dr. Haxetee ‘pat in both of his two 
briefs at one time in chief and then be subject to cross- 
examination on both of them, 

THE CHAIRMAN; That seems reasonable. 

MR. FRAWLEY: Thank you very much. 

The first brief that Dr, Harries is responsible 
for is the one called "Long and Short Haul Discrimination", 
and the second brief he is responsible for is "Transporta%ijon 
and the Economy of Alberta with particular reference to | 
Freight Rate Relationship”. 


MR, SINCLAIR: They are not both on the same 


sub iect? 


vom . : 


coke 


<tdgre ¢3top nb dear. _prtazone | 
arden es baits dene. T yamyae usw = BA - 


My — bat erys lis wadbwode dagmodadn or Leanaeagene, 
otsastname dguswit tho beqqows neod had ged? spody,, tase 


ey. +h ae 


B85 faomodste isd? of mubashbe aa siitod olf wom biugm, 


a Fae 
bee ‘es dotod of, ay egg tenn hoenge [Le aebaloat pubaohbe Pee 


. Oe sae Sididxs sooned Sitw ..teeuper blyuow 1 FN 106 


ites i uleiaiegotaga yeitiegod ed meno. Teds Pant hey 
. ' ae by 
{oes Footte af eseguade beotpa s aalQake qcrexa ; r 
mere mf iadot 904 ie 


elaieth 1 Ifeo woo I, <2agWARE ,f 


ay 7 “a avg ; 
ve LIA Sav an AH UH 
mea oepit Se eS Se 


=a 
feenwoo aoxt bosiedoban I .#oH +:MAMALARO SBT 


= 


%eoabhive edt to esamdg owt anivin ef asictrel..ai ve 
. a od 
uigotoe tamed ed detw tte .oeY sYRIWARY FM 


i ~molioct}de otes sed gaketinacd sft eaelay -aoLuetmreg 
3) ) tdioe 

owt cid to titod al doa ve hcuatt 4 a teda sage i biisow 

y , sp uy 
~2BOUP ov doahdwa od Aedes bas teido at emily sno de. He: 


mont To died a» aotian ms 


at 
= . 
o 
- 


eu 
at pone. 
7 17) 
~eids oes OT esece tad? | -RAMATAHD aut : 
os : ' 


att Meum yxeV fry Meets) 

@hirer- i ; ' " : a 

ecu on et 29 bre 0 dad? telah Jeult ent 

‘nodtamtioavedg tat taeda brs sued” pene 
- ae ie Nya 


et So sy gr no wt pi 
situ ate ae baie 


24 


29 


30 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 16432 


MR, FRAWLEY: No, no, that is true, but they 


form, in our view, one comprehensive submission, 


DIRECT EXAMINATION BY MR, FRAWLEY: 

Q. Dr. Harries, you live in Edmonton? 

A, Yes, sir, 

Q. And I will read into the record and then 
have you agree with it what might be called your qualifications 
for coming here today to give evidence, 

You obtained a degree of B.SGe from the University 
of Alberta in 1945; a degree of Masters of Science from 
Iowa State University in 1947; a degree of M.A. from the 

niversity of Toronto in 1948;and aPheD. from the Iowa Stat 
niversity in 1953. Your present position is that you are 
Dean of the Faculty of Commerce, the University of Alberta, 
and you carry on the practice of an economic consultant, 
being president and manager of Hu Harries and Associates 
Ltd., Edmonton, 

As to your appearances before Commissions and 
boards, you have appeared before the Gas & Oil Conservation 
Board of Alberta (11 times); you have appeared before the 
Alberta Board of Public Utility Commissioners six times; 
you have appeared before the Royal Commission on Energy; 
before the Board of Transport Commissioners on many 
occasions; before the Royal Commission on Transportation 
hy 1950; before the Royal Commission on Agreed Charges; 

. a before other specialized Commissions and boards. 


You are consultant to, or have been, the Royal 
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Commission on Canada's Economic Propsects; the Royal 
Commission on Great Slave Railway; the Borneo Co. Ltd., 
London, England,and tis Royal Commission on South 
Saskatchewan River, and other commercial concerns. Is that 
correct, Dr. Harries? 

A. Yes, 

Q@. Dr. Harries, you have been asked by me to 
prepare for submission to this commission a statement on 
long and short haul discrimination, particularly as it is 
practiced in the twens-continental freight rate structure? 

A. That is correct, sir. 

Q. And do you have that brief with you? 

ey Tote SAP, 

Q. Will you now please, Dr. Harries, proceed to 
put it into the record. 

A, In this brief no attempt has been made to deal 
at length with the many general aspects of the problem of 


long and short haul discrimination which have been 


elaborated in previous submissions by the Province, This 
brief is in the nature of 2 summary statement and deals 
specifically with an analysis of the conclusions anc | 
recommendations of the Royal Gommission on Agreed Charges | 
that reviewed the matter of long and short haul | 
discrimination six years ago, Since that time many dina 
have taken place in the railway freight rate steusture. 
This brief, benefitting from six years of experience, 


reviews the matter and makes certain policy recommendations 
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2 The History of Long and Short Haul Discrimination 
in Transcontinental Rates, 

In 1949 the Province of Alberta made an 
extensive analysis of long and short haul discrimination 
in its various forms, and with particular reference to 
transcontinental traffic, from the inception of railway 
operations in Canada up to the year 1948. This infor- 
mation, together with statements from Alberta shippers an 
other supporting evidence, was presented to the Royal 
Commission on Transportation (1951). The Commission 
analysed the evidence and in its report, commencing at 
page 96 and following through to page 100, the results 
of that analysis are summarized, The Commission then 
proceeded to make the following recommendations: 

(pages 101 and 102) 

"On the main issue, it idens reasonable 
to conclude that when the railways give the 
trader and consumer at the Pacific coast the 
benefit of fast railway service at rates that 
are very little more than ocean rates and 
thus provide them with two alternate ser- 
vices at almost the same price, the consumers 
in Alberta and other intermediate provinces are 
entitled to share in an equitable degree in 
the beneficial condition thus created by the 
railways. 

"The influence of any transcontinental 

rate from the east to the British Columbia coast 


should be carried back in the rates to the 
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16435 
intermediate provinces (including points in 
British Columbia east of the coast) on a basis 
not more than one-third greater than the trans- 
continental rate to the sea coast. This is a 
logical and simple solution to the matter, one 
that is readily calculated and applied; it 
recognizes the influence on Alberta of inter- 
coastal competition, but at the same time does 
not lead to the extreme conclusion that Alberta 
should have sea coast rates. It should also 
have a restraining influence on the railways 
in lowering rates to meet sea coast competition 
because they will know that they can only obtain 
rates at intermediate points not more than 
one-third above the rate to the sea coast. If 
they choose to cut their satna in two to the 
Pacific coast, they may charge only one-third 
more at the intermediate points, sot 100 per 
cent more, as they now do in the case of canned 
goods and flannelette blankets to Calgary 
and Edmonton. 

"The effect of this proposal is indicated 
by the following examples of rates on carload 
lots which add a third to the table previously 


given: 
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Present Present Rate to 
all-rail trans- Calgary or 
rate to continen= Edmonton r 
Calgary tal rate sulting fr 

Item or Ed. to Van. proposal 
per 100 pounds 

Canned Goods *V $2.65 $1.40 $1.07 

Structural Steel *C *S 2.07¢ ioe Late 
*E *S 2.36¢ 

Cast Iron Pipe *C sf ea ae a Le 1.33 
*E *V 1.85 

Cooking Oils 2.88 1.65 2.20 

Flannelette Blankets *A 6,58 Sree: 4 AL 


Rates in the first and second columns are as 


of December 31, 1950. 


*A Any quantity, carload or iess. 

me To Calgary 

*E To Edmonton 

“5 From Sault Ste. Marie, Ontario eaty 
“if Combination on Vancouver. 


The provinces east of Alberta will likewise benefit | 


from the proposal which is outlined above, since 
the maximum rate to all points between the 
point of origin and the Pacific coast area will be | 
subjected to the ceiling of 133-1/3 per cent of the 
transcontinental rate. | 
"The same principle should apply to eastbound | 
competitive transcontinental rates. 
This is all that can usefully be recommended 
in regard to this much debated question of trans- 


continental rates and their relation to rates 


at intermediate points. 
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1 
2 "The Railway Act should be amended to pro- 
3 vide that when competitive transcontinental tariffis 
4 are published by the railways, such tariffs 
5 shall contain a provision that the rates to 
6 or from intermediate territory shall not exceed 
7 the transcontinental rates by more than one- 
8 third. 
9 "The legislation here recommended would 
10 bring about a change in the manner in which 
11 transcontinental rates have heretofore been 
12 treated by the Board. It has so far been held 
13 that the interests of shippers and consignees at 
14 i intermediate points did not touch the principle 
15 of transcontinental rates: In re General Freight 
16 Rates Investigation, 33 C.R.C. page 127." 


Parliament subsequently ‘essai the Railway 
Act by enacting Section 337 which provided that: 
"(2) Tariffs naming a competitive toll 
for any transcontinental freight traffic 
shall provide that 
(a) the toll for freight traffic 
having its destination at a point in 
intermediate territory, and 


(i) having its origin at the same 


point in eastern or western 
territory, | 


(ii) being of the same description, 


and, 


(iii) carried in the same direction 
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and under the same conditions and 
arrangements as to weight and 
otherwise as the transcontinental 
freight traffiz for which the com- 
petitive toll is named, shall not 
exceed by more than one-third the 
competitive toll so named to the 
point of destination in eastern or 
western territory, as the case may 
be, nearest to the point of 
destination in intermediate terri- 
tory; and 
(b) the toll for freight traffic havin 
its origin at a point in intermediate 
territory, and 
(i) having its destination at 
the same point in eastern or 
western territory, 
(ii) being of the same ee 
and, | 
(iii) carried in the same direction | 
and under the same conditions 
and arrangements as to weight 
and otherwise, 
as the transcontinental freight weleeel 
for which the competitive toll is 
named, shall not exceed by more than 
one-third the competitive toll so name 
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the point of origin in eastern or western 
territory, as the case may be, nearest to the 
point of origin in intermediate territory,” 
This amendment to the Railway Act 
effectively limited the long and short haul discriminati 
on transcontinental hauls for a period of about two 
years. The railways, restive under this Oe eit 
piece of legislation, instituted anew practice in Mareh, 
1953. On that date they entered into an Agreed Charge 
with the Canada Iron Foundries Limited and the National 
Iron Corporation Limited, for the shipment of cast iron 
pipe and fittings from Toronto and Three Rivers to 
Prince Rupert, Vancouver, and Watson Island, B.C. 
The Agreed Charge, which was made under the Transport 
Act and not under the Railway Act, yi eau the One and 
One-Third Rule. When the Agreed Charge came before 
the Board of Transport Commissioners for approval it 
was opposed by the Government of Alberta and the 
Edmonton Chamber of Commerce, The Board approved the 
agreed charge and rejected the view that it should be | 
made subject to the One and One-Third Rule. The Province 
of Alberta then asked the Government of Canada to amend 
the Transport Act so that the One and One-Third Rule wont 
apply to all agreed charges to the west coast. The | 
Government of Canada did not accept the suggestion of 
Alberta and appointed a Royal Commission to inquire intc 
the application and effects of agreed charges. The 
order in council appointing the Commission had the 


effect of putting under review the whole subject of the 
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report of the Royal Commission on Agreed Charges was 
issued it was apparent that the question which 
apparently had prompted the Government to appoint the 
Commission, namely the application of the One and One- 
Third Rule to transcontinental traffic, was only a minor 
issue, On this issue the Commission made a finding that 
the One and One-Third Rule could not properly be 
applied to transcontinental agreed charges. 

Since the Report of the Royal Commission on 
Agreed Charges was tabled virtually no transcontinental 
competitive commodity rates have been issued by the 
railways, if such rates would be subject to the One and 
One-Third Rule. Transcontinental traffic to 
Vancouver moving at rates lower than 75 per cent of 
the rates to intermediate territories, for all practical 
purposes, has been oan agreed charge contract and has 
no impact upon the rates to intermediate territory. 
The freight rate situation today as far as the inter- 
mediate territory is concerned is summarized in Table l. 
It must be noted that the number and importance of the 
commodities now subject to long and short haul discrimina 
tion is much less than was the case ten years ago. 
The ones that remain are still important and the 
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agreed charge method of rate making. When the 

principle must still receive consideration. 
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i Table 1. 


AGREED CHARGE FREIGHT RATES FROM EASTERN CANADA 
TO VANCOUVER AND RATES TO CALGARY AND 


modity 


estos, boards or sheets 


teries, electric and other 
iscellaneous commodities 


38, Bronze and Copper 
articles 


‘= carbide 

.201 

or fuel, anti-knock compound 
per Articles 

trodes, carbon 

ose 

as, window, common 

¢ and Steel articles 

nuit Pipe, iron & steel 

ae or Sheet, iron & steel 


tf, rope and strand 


ads, or sheets, sawdust 
-f ground wood 


it and paint materials 


Vane 


courer 


208 


28h 


345 
abe, 
rm Be! 
267 
185 


220 


@ All rates in cents per hundres: 


NOUNS » 


EDMONTON ON 
THE SAME COMMODITIES AS OF September 28, 1960.@ 
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ues The Problem of Long and Short Haul Discrimination. 

Long and short haul discrimination is a specia 
type of place discrimination, It is composed of three 
elements: 

(a) a higher absolute rate for shorter than for 
longer distances, 

(b) shipments of like kinds of freight, and, 

(c) shipments over the same route in the same 
direction, the shorter haul being included 
within the longer. 

The nature of the discrimination may be 


illustrated by the following example: 


If a railroac charges a rate of $1.00 per hundred pounds 
for transporting a certain commodity from A to B and 
$1.25 for carrying it from A to C, the carrier is prac- 
tising the type of discrimination to which we refer. 

A similar discrimination results if the rate from C to 

A is in excess of the rate from B to A. 

The usual explanation of long and short haul 
discrimination is to be found in assumptions about the 
nature of railroad expenses. The railroad rates at the 
intermediate point C may be reasonable, but if com- 
petition makes it impossible to carry traffic from A to 
B at a comparable rate the railway will tend to lower its 
charge to B and take the movement. The railways will 
contend that as long as the through rate to B covers the 
additional expenses it occasions, the railways and all 


the shippers are better off. 
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Variations in the regional incidence of 
competition are the leading cause of long and short hau 
discrimination, This competition must be more 
important at a more distant locality than at an inter- 
mediate locality, and, indeed, be so effective at the 
more distant point that the railroad will reduce the 
level of its rates to the more distant point. Long and 
short haul discrimination is therefore the result of 
the presence of competition at certain places and its 
relative absence at others, 

The first party at the intermediate point 
who will be adversely affected by long and short haul 
discrimination is the distributor, It is quite 
obvious from Table 1, for example, that the distributor 
of wire, rope or strand, who is located in Edmonton will 
not be able to effectively compete with the distri- 
butor located in Vancouver at points west of Edmonton, 
such as Edson and Jasper. He will obviously not be 
able to compete in many parts of the Peace River country 
nor indeed will the Calgary or Edmonton distributor be 
able to compete at many points on the north-south line 
between Edmonton anc Calgary. Long and short haul 


= 


discrimination, therefore, reduces the marketing area 


of distributors located at the intermediate point. If 


long and short haul discrimination is very severe on 4 
large number of products, it is probable that there 
will be no distributing industry located at intermediate 


points. 


Long and short haul discrimination can have 


/ 
| 


; 


we wa ‘Ar a vor 


he ma" p bag pion 10, peusa gathast ene: arg 


va 


Dr 


i okt oon be: 


*; > ‘ 7 : 
» to! Pines 
Ay il 
ie 
eee © 
rare a 
a 
hy 4 
i tnt 3 
a: 
Je Liga f 
‘i Lup 2 
‘| 
(ilies casi rib 
| Ii “wu detoronba 
iy al a at Mt 
H . 
| TO SSIOMD 
_t 
= { Oi Vi 
wey Uoo TEV aA 


f 
a) 


| 
| otf esvos~-at 


Luss dros 


: 
! 
| 
ina ees < 


& i Nome l Sal's 3 


ae 
ay é aie 


“i! dh ug “jae. seoabtoat Kanatgen * ie a soltetaal 


oa ne: ad mae 


* 
ay i evitos' 


Was. OF i 
. Ni aoe stom ed sage pots SOuHne s eet “yogi 


A. on ny 


; ap 
7 ay: is 


ties of dratete once a t8. tanith 


2 on od .bostmt , hee ettavot: etstb on 


& 


7 Fall ol 
w Daeovile:r eds sais tutog gasvatb 10 . 


{ A 


a's sh “sk i 


oat ; y 
unateth ovog @a9 of @eter ptt To fovel > 


: ‘e 
al . i 
2 evedd af nottanimitosth) Iued grote” 
: 7 49 ‘di Ovi 
ee 
() atetson %8 aotsiveqmon 29, eonoseny (98 is) Ot 
: ree. A ea 
219070 279 Oopsead: ovbaarer ; 
ureter eft te ytoag tenth edd | A 
wf ot Ae) hetoelIs 3 Se Te v bs ad Lilw cm) me) i. ; 
od f & i 
* 4 i 4 - ‘ ¥ ... 
t #1 10smdae tel etd a2 nodantesatb ts - 
tats .sfemew aol ,t eLdsT wore swokwdo, fi 
ra es a, 
ut bota@e! ah Ore ,bdege to eget ene mi 4 
156, 
dthw oteumme vlevidos Tie of elds 6d oath 
w atnlog ¢gA sevvoensV) at, betsool nodwd ea § 
ty wie 4 
o [itw en "oqgsal hae couba as oun) a . 
” a ; 
eo% eai2 Yo evrag ynea at eteanos a vids, 


r a9, Loves ‘vues at hott satming pea ? 


press, + id vig. a8 s2toubong ty 


A. gti 1 . Wragieo  bmeay 


inomba a santen edt in we bosbak oft 
‘ 
it ao sdntog ens 7s 9 etoqnoe: ot eld 


at. 


Ahi 


Sse aonuberr alia 


vf 


Me al AY - 


me 
i? " 
a q a a 
<4) fap ant er! Pars: ei 
2 OY ot} } 4a . WALT y j 
"e a vax 
; 


ere 
: te ATT 
RS | 4 Mi : 


ANGUS, STONEHOUSE & CO. LTD. Harries, dir 
TORONTO, ONTARIO (Frawley ) 


16h Add 


very important effects upon the location of processing an 
manufaturing industry in intermediate territory, One 
must examine both sides of the argument because there 
are opposite effects. In the first case high freight 
rates exert a customs tariff effect and tend to keep 
goods out of an area thus creating an opportunity for 
local manufacture where the raw materials and the 
skills necessary for that manufacture are available. 
This localized industry, seeking a domestic market , 
can often thrive as a consequence of the relatively 
high freight rates which involve the area incidentally 
in long and short haul discrimination. Indeed, if 
the railway argument for creating long and short haul 
discrimination is accepted, long and short haul discriminal- 
tion discourages this kind of industry because it results 
in a lower general level of rates at intermediate lo-~ 
cations. 

In the second case industry which must bring 
its raw material or partially processed materials from 
outside the area and which must sell all or a part of 


its production outside the area, is adversely affected by 


long and short haul discrimination, This kind of 
industry will be discouraged by long and short haul 
discrimination from locating at an intermediate point. 
In particular, this kind of industry will be very sen- 


sitive to the continual change that marks the rate 


discrimination. In these circumstances, even a raw 


material processing industry may fail to develop at an 
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structure of an area subject to long and short haul 
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intermediate point because of long and short haul dis- 
crimination although the raw materials are readily avail- 
able at an economic price, 

I would like to make this point that one of 
the fundamental things in connection with industrial 
location is some reasonable certainty of the continuity 
of particular rate situations, not in absolute terms 
but in relative terms. In other words, if an area 
like Alberta is subject to long and short naul dis- 
crimination and is not protected from that discrimination 
by statute then the fact that today there may be little 
of it is no assurance that tomorrow there will continue 
to be just a little of it. Consequently manufacturers 
rather than taking a chance on the return to the situation 
we have twenty-five years ago will not locate there. We 
think this is an important point. 

The consumer in intermediate territory pays 
more for goods and services when the supply cost of these 
goods and services is influenced by long and short 
haul discrimination. Here again, the degree of discri- 
mination will have an important effect upon the extent 
to which the consumer suffers a detriment, 

Historical analysis of the situation in the 
United States and, indeed, in Western Canada create 
strong presumption that long and short haul discriminatio 


is a detriment to economic development and one of the main 


transportation industry itself. Long and short haul 


beneficiaries of the removal of discrimination is the 
discrimination can only be justified, even on theoretica 
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grounds, aS a short term expedient. The long range 
benefits of an equitable rate structure -- which must be 
a rate structure virtually lacking long and short haul 
discrimination -- has a favourable impact on all parts 
of the community. Aside from the equity involved, the 
allocative efficiency of the economy is greatly improved 


with a sound rate structure. 


MR. SINCLAIR: If Mr. Frawley does not mind 
I would like to ask a question of the witness, When 
you use the phrase "equitable freight rate structure" 
it is synonymous with "sound freight rate structure"? 

MR, FRAWLEY: Well, I do not mind the 
interruption. I am sure Mr. Sinclair is interrupting 
to be helpful and some people might object to interrup- 
tions in their examination in chief. I do not object 
at all unless Mr. Sinclair is going 0 enter into an 
extensive cross-examination which would delay us. 
Go ahead and ask the witness because that is what he 
is here for and we might as well have it now as later. 

THE CHAIRMAN: What do you say? 

THE WITNESS: If "equitable" and "sound" 
are the same thing? 

MR. SINCLAIR: All I asked is when you use 
the phrase "equitable freight rate structure" and 
then the phrase "sound freight rate structure’ are they 
See 

THE WITNESS: An equitable freight rate 
structure has regard to the proportion of the. total bur- 


den that is borne by different people. I think that 
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is the key .thing: A “sound freight rate structure" 
may be something more than an equitable one because it 
looks to the impact of the freight rate structure, 
I think sound freight rate structure is a somewhat 
broader concept than an equitable one. An aquitable 
one, I think, lcoks to the interest of the parties 
participating at the moment where "sound" involves 
the resource allocation, the impact of government. 

THE CHAIRMAN: A matter of degree? 

THE WITNESS: yes, sir. "Equitable" is 


included in "sound" within my use of the terms. 
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THE WITNESS: 

A. Yes, sir; "equitable" is included within 
"sound", in my use of the term, 

MR, FRAWLEY: Semantics is a science all by 
itself and I hope we dontt get too deeply into it, 

THE WITNESS: 

THE IMPACT OF LONG AND SHORT HAUL 

DISCRIMINATION ON ALBERTA, 

The history of long and short haul éisevini wate 


in Alberta indicates that there have been successive 


improvements in the position of the consumer, the 
distributor and the bindvaovinex: These improvements have 
resulted from the effeets of increased competition by 
alternate forms of transport at intermediate points, from 
changes in the location of manufacturing, and processing, 
and from changes in the patterns of distribution, The 
ature of the problems encountered by Alberta business and 
residents and the general history of long and short haul 
discrimination may be briefly reviewed, 

In 1938 the Edmonton Chamber of Commerce submitte 


the following evidence *%> the Rowell-Sirois Commission 


egarding the cost of hong and short haul discrimiastion 
to the Alberta consumer. They said in part at page 6 of 
their supplementary brief: 

"Gonsider the cost of canned tomatoes, 

corn and peas --- If the (Vancouver 

rate) applied to Alberta shipments, 


tomatoes would be reduced about 3¢ 
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1 
2 
3 _per tin and corn and peas about e¢ 
4 per tin, 
5 "An ordinary galvanized stock tank 
6 that sells to the farmer at about 
7 $12.50 would be reduced $1.00 if 
8 Alberta farmers had the same freight 
9 rate as B.C. farmers. The same 
10 proportionate reductions would be made 
11 on stove pipes and dozens of other 
12 steel products. 
13 Do you realize that 264 of the 
14 cost of eave troughs and conductor 
15 pipe is transportation cost? If we 
16 had the Vancouver rate the transportation 
17 cost would be only 11%." 
18 The Chamber brief also referred to the relative 


19||position of certain business interests in this province, 

20 |The hardware distributor was faced with the following: 
"Barbed wire can be delivered in 

Edson, Alberta, via Vancouver for a total 

transportation cost of Montreal-to- 

Vancouver 75¢ plus L.¢G.L. Vancouver- 

to-Edson of $1.13 or a total of $1.88. 

If distributed from Edmonton the rates 

are Montreal-to-Edmonton $1.98 plus 

L.C.L., Edmonton-to-Edson of 35¢ or 

a total of $2.33. This is an excess 


charge if distributed from Edmonton 
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of 35¢ per cwt., and the distance 
the railways haul this merchandise 
is 1410 miles less. This item can 
be shipped to Wainwright, Alberta, 
135 miles east of Edmonton for 20 

¢ per cwt. less if distributed from 
Vancouver rather than from Edmonton 


eceee This is an excess of 1580 miles 


" 
e@ocooe 


There were a number of other commodities which 
reacted to Ghe rates in a similar fashion, In each case 
the difficulty and even the absolute impossibility, of 
the Alberta wholesaler doing business in territory 
adjacent to his own location was apparent, 

In 1947 the situation with regard to certain 
transcontinental competitive commodity rates had altered 
but the fundamental disability of these rates remained. 
The government of Alberta said in the Brief presented to 


the Board of Transport Commissioners in the 30 percent 


case, (Vo. 769 - Transcript of Evidence, at page 11473 e% 


"Schedule 12 indicates the disad- 
vantage to Alb. rta of existing trans- 
continental rates and in particular 
demonstrates the disabilities suffered 
by our distributing centres in areas 
logically tributary to them. A comparison 
of the cost of distributing goods shipped 


from Eastern Canada to certain British 
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Columbia interior points from Calgary 
and Vancouver respectively indicates 
that although the distance via Vancouver 
to the points given ranges from 24 to 34 
per cent greater, the transcontinental 
rates enable Vancouver distributors to 
reach interior points that are nearer 

to Calgary at rates substantially below 
those that must be paid by Calgary 
distributors. The proposed increase 
would further restrict the markets of 
Alberta distributors in this area by 
increasing the differentials in favour 
of Vancouver. 

Schedule 26 describes what is 
probably the extreme case of the spread 
between the low competitive rate from 
Eastern Canada to the Pacific Coast and 
the comparable rate to Alberta points, 
Canned goods can be shipped from Toronto 
to Vancouver at the transcontinental 
commodity rate and reshipped back to 
Edmonton, at a combined rate of $1.94 
per cwt., compared to the direct 
Toronto-Edmonton quoted rate of $1.98 
per cwt. The rate to Vaneouver is less 
than 50 percent of the Edmonton rate 


to begin with and this difference 
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between the two rates is sufficient 

to extend the back-haul territory 

from Vancouver to Edmonton, a distance 

of 765 miles, The total additional 

haul which the railways would be 

obliged to perform at no extra charge, if 

the shipment were rebilled at Vancouver, 

is 1,530 miles, most of which is through 

Mountain territory where operating costs 

are alleged to require the application 

of the higher rates of the Mountain 

Differential." 

At the Edmonton and Calgary hearings of the 
Royal Commission on Transportation (1951) representative 
distributors appeared under the auspices of the Boards of 
Trade to pwesent evidence in connection with long and short 
haul discrimination on certain items of particular concern 
to them, 

Mr, H. V. Lewis, a director and traffic manager 
of Louis Petrie Ltd., a Calgary wholesale grocer, said: 
(page 1494 of the Transcript). 

"Just abo..t our sorest point is 

the advantage enjoyed by Vancouver in 

the transcontinental rate, Rates from 

Eastern Canada to Alberta have as their 

maximum the rate to Vancouver plus the 

OE and some of them are very close 


or even in certain circumstances have to 


4 Ove 
ag eaten ont ett, 
vu ty Bi ae A 
smtp Sraetstnw ota pacts of 


! 


eile Mine ‘takes nett 


Aalto er Yo 


uf bivow ayawltent ed dotdw Iued 


a 


. Setede extxe or S oi to T20q of baytido 


- —~ 
i~ 
- 
z 
or a 
_ 
> - —a \ 


a-2 
a 


oe 


=-er 
ad 


—_ 


a 


ee . r oo 
“tTevuconay wa boilider etew Insagide ed? 


ey 


gage 


. a 
e 
J 


ued Ballersqo wiede yuotiuved ateatcwok 


- 
ha ins 
———_ 
= 
a Sal 
> | 


isohiqgs end oxicpet o@ Bagelise om 


SiqvomM etd to onodet nerintd eff te 


ce aoe 
-~s. 
‘ acd Lan 


= 


—— 


{ati nexettid 


= 
= 
- 


2.4 
° 
2a 


gt 
=e 


2 
os 


ae 


ony to aucttaed yueplead bas modaomha all vA 


wv ipgisseesqe: ([°0f) sottedsoqenar? mo aotietanod fae 


a 


} to Somagd oid Yo atolgqanm sel’, tebe beyseqqs uodudtedars 


— 
eee 
SS 


os 


ar 

— 
—— 
_s 


a — 
7 7 y as wh aa 
ee ee ee ae 
. 
a 
a 


=¢ & 
ss 


eo 


tone Bes guel dtliw goltdoornos al somebive dneaem oF shes - . 
a 
orsoqdes usivetivsg Yo amett aletueo ao welbdsaietroehh faa? 


| 
. mone ° 
i . 


‘geaew ofttenw bee totoortd &,atwed .¥..H an hg 


} 
.) vg 


. Yom 
. ‘Biase ,tevorTn ofeeclods Pisplsd « .. bid oladet aac 


(an ttnonmer od? to. ebs asa). 


| | gb theekoige diets, eo it ome my. i dl 


4 | ai GaA¥BOS me wa bevotns rasisarbs aiid 
’ : ¥) ai 
wort “steh. apa Fadnoas tnocansat ote 


ye La ae 


i abso anata 


nbe cal wren | 


: : hy n 
; oe ° ne § 


ANGUS, STONEHOUSE & CO. LTD. HARRIES, dir 
TORONTO, ONTARIO 
(Frawley ) 16453 


be reduced. We feel that it is grossly 

unfair that we should have to pay the 

cost of a double haul across the 
mountains on our purchases in the East, 

South of the border the situation is 

different and our purchases in Eastern 

states move at a transcontinental rate 
plus local from the border as shown 
above, We think the rates should be 
altered to no more than the rate from 
comparable U. S. points." 

Mr. B. Bowlen, Secretary of the Alberta 
Co-operative Union, said in his Brief: (pages 1499 and 
1500 of the Transcript). 

"As wholesalers, interested in the 
distribution of food products canned in 
Eastern Canada, we wish to draw your 
attention to the problems created by the 
so-called Panama Canal Competitive rates 
to Vancouver. Suppose we wished to order 
a carload of canned tomatoes from Aylmer, 
Ontario, We would be assessed a charge 
of $2.40 per cwt. or a total charge of 
$1,440.00. A Vancouver wholesaler could 
get a similar shipment at a cost of $1.37 
per cwt. or a total charge of $822.00. 

In other words, a Vancouver wholesaler 


pays approximately half the freight 
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charges that we do and yet receives 
seryice for an additional 750 miles. 

This is only one part of the problem 

however. With these low coast rates 

in existence, a Vancouver wholesaler 

could actually distribute that carload 

of tomatoes all the way back into the 

western part of Alberta, You can 

appreciate that absolutely and 
relatively, therefore, we are placed 

in a most disadvantageous position." 

Mr. C.W. Carry, appearing in Edmonton on 
behalf of C.W. Carry Ltd. said: (page 2061 of the 
Transcript ). 

"Our rate on structural steel from 
Sault Ste. Marie, Ontario, to Edmonton 
is a 6th class rate of $2.17, while the 
same product travels right past our doors 
into Vancouver for $1.74 per cwt. (C.F.A. 
1-H, Supp. 78). 

It is true that the minimum carload 
weight to Vancouver is 50,000 lbs., while 
the minimum to Edmonton is only 36,000 lbs. 
However, we would be quite willing to 
have our minimum increased to the same 
weight as Vancouver's in return for the 
same consideration as they receive on 


rates." 
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Mr. C.V. Cairns, Manager of Blowey-Henry 
Limited, Edmonton, wholesalers of. furniture and house 
furnishings, had the following to say: (page 2078 
of the Transcript). 
"We feel we are at a decided 
disadvantage to Vancouver in bringing 
in many of these products. Permit me 
to give you an example of what I mean. 
The C.L. rate on linoleum from Montreal 
to Edmonton is $2.40. The same product, 
travelling from Montreal to Vancouver, 
enjoys a commodity rate of $2.24. This 
is sixteen cents less than the rate to 
Edmonton for a haul which is approximately 
750 miles longer." 
Mr. H.B. Armstrong, Vice-President 
of Western Supplies Limited, an Edmonton firm engaged 
in the distribution of pipe, had this to say: (page 


2094 of the Transcript). 
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Transcript). 


"Permit me to give you an example 
of just one inequality which affects 
our business and which we think should 
be adjusted:- 


Pipe, 4 inches and under in diameter, 


9 imported from Welland, Ontario, to 

10 Edmonton: On a carload of 35 tons our 

11 freight cost is $1,680, ‘This same carload 

12 of pipe will travel from Welland to Vancouver 
13 for only $924. In other words, we are 

14 called upon to pay $756 more freight on 

18 every car of pipe than Vancouver pays, 

16 We submit that this is an absur@ situation, 
ry; The Railways haul the car a much 

18 greater distance and get just over one- 

19 half of the revenue," 

20 Mr. D. L. Dworkin appeared on behalf of D. Gg. 
q1 betta Ltd., Edmonton, wholesalers of steel products, and 
92|Said in part: (pages 2105 and 2106 of the Transcripé ) 
23 "We import steel into northern Alber%a 


from Hamilton, untario. Our charge per 
hundred pounds is $2.17. This same steel 
travels from Hamilton to V ncouver on a 
commodity rate of $1.74 per hundred 
pounds, This means that the railways 
haul this merchandise approximately 25 


percent farther for just 80 per cent of 


the revenue," — 
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1 
2 
3 Mr, H. W. J. Maddison, Manager of MacDonalds 


4|Consolidated Limited, Edmonton, wholesale grocers engaged 
5|4in business throughout Alberta, stated: (pages 2108 and 


6| 2109 of the Transcript ) 


| "We wish to draw the attention of 

8 the Commission to the situation that 

9 presently applies in connection with 

10 the movement of certain grocery items 

11 which move from eastern Canada to 

12 western Canada, In general, lower 

13 rates have been applied to those 

14 Shipments destined to Vancouver than 

15 apply to similar movements to Edmonton, 

16 Taking canned goods as an example, we 

17 find that the Vancouver distributors are 

18 permitted to import mixed carloadsof these at a 
19 rate of $1.37. On the other hand, the 

20 Alberta distributor is required to pay 

21 $2.40 for the same merchandise, 

22 While we realize there is a difference 
23 in the carload minimum weight to these 

24 points we would gladly accept Vancouver's 
25 higher minimum for the same treatment 

26 Vancouver neceives on rates," 

27 It is apparent from the statements of these 


2g |Alberta businessmen that long-and-short haul discrimination 
99 had a measurable and deleterious effect upon their ability 


30||to service markets adjacent to their business location. 
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1 
2 
3 Following the report of the Royal Commission on 


4| Transportation (1951) and the subsequent amendment of 

5| the Railway Act to give effect to the One and One-Third 

6| Rule, Alberta business which no longer suffered the 

7| detriment of this discrimination, enlarged its distributing 
gi and manufacturing activity. 

9 With the Denial of the One and One-Third Rule by 
10| the use of Agreed Charges long and short haul discriminatio 
11) Once again became an issue to the Alberta businessman. 
12||Evidence to the Royal Commission on Agreed Charges indicate 
13|| the extent to which long and short haul discrimination 
14||\again restricted the opportunities of healthy business 

15 || growth, 

16 Since the report of the Royal Commission on 
17||Agreed Charges there has been a reduction in the number of 
1gjiong and short haul violations on transcontinental traffic 
19||as viewed from the standpoint of Alberta business, A 

90 ||comparison of Table 1 in this brief with tables of a like 
21|\kind to be found in previous submissions of the Province 
q2\)0f Alberta will confirm this fact, Such a condition may 
23|Inot continue and it is well to emphasize that statutory 


24\|protection for Alberta does not exist. 


25 
IV. THE ROYAL COMMISSION ON AGREED CHARGES - 
26 AN ANALYSIS, 
27 
The Royal Commission on Agreed Charges establishe 
28 


primarily as a consequence of representations made by the 
29 
overnment of Alberta, considered in some detail the proble 


30 
of long and short haul discrimination. The general positio 
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3) of Alberta as outlined by the Honourable Gordon Taylor, 


Minister of Highways, was summarized in the report of the 


4 

5 Commission commencing at page 38: 

6 "1, That while Alberta had opposed 

7 the transcontinental agreed charges before 
8 the Board of Transport Commissioners, the 
9 Board was unable to grant the relief 

10 sought because of the opening words of 

11 Section 32 of the Transport Act: 

12 "Notwithstanding anything in the Railway 
13 Act". 

14 2. That the conflict between the 

15 Railway Act and the Transport Act was both 
16 unforeseen and unintended by the Royal 

17 Commission on Transportation, 

18 3. That it was inconceivable that 
19 when the Royal Commission on Transportation 
20 directed its proposed remedy be applied to 
1 competitive transcontinental tariffs it meant 
2 that the remedy would not apply to agreed 
23 charges. 

24 4. That it is the requirement that 
25 Alberta must pay such disproportionately 
6 higher rates than the West Coast which 

27 constitutes a discrimination against 

28 Alberta, This is the core of the Alberta 
29 complaint. 


That Alberta must have relief 
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1 
2 
3 from any and all forms of rate-making 
4 which require Alberta to pay substan- 
5 tially higher rates than British 
6 Columbia coast points." 
7 The railways opposed the propositions advanced 


8 by Alberta, Railway opposition was based upon alleged 

g| actual or potential water competition from Eastern Canada 
10 through the Panama Canal to Vancouver and the market 

11 competition from foreign countries seeking to export to 
12|| Canada through the Port of Vancouver, The major point 

13|| made by the railways was their threat to cancel more than 
14, 50% of the Agreed Charges then in effect if such Agreed 
15| Charges were made subject to the One and One-Third Rule. 
16|| They argued that the revenue loss occasioned by the 

17| @pplication of the Rule would more than offset the revenue 
18 stemming from their ability to meet competition at 

19 Naat caves, 

The basic argument advanced by the railways 
alleged that the ability of the railways to meet competitio 
at Vancouver wasin fact an advantage to non-competitive 
areas as Alberta inasmuch as the competitive rates or 
Agreed Charges carrying the freight to Vancouver made a 
contribution to railway expenses over and above the actual 
costs of movement. To this extent, so it was argued, the 
general burden of all shippers was reduced and consequently 
the burden on Alberta shippers who were in a non-competitiv 


area was also reduced. 


The submissions of Alberta with respect to the 
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1 
2 
3), basic argument of the railways demonstrated that there were 


as 


Some very necessary qualifications to the railway approach. 


5| These can be summarized as follows: 


6 (a) the railway argument is valid only 
7 if the traffic which the competitive 

8 rate seeks to obtain for the railway 

9 can be handled without an outlay of 

10 capital funds for increased equipment 
11 or facilities, It presupposes the 

19 existence of unused railway capacity. 
13 This assumption is realistic only when 
14 the competitive traffic is casual or 
15 non-recurrent. So-called competitive 
16 traffic which moves in volume over the 
17 railway year in and year out must pay 
18 much more than its out-of-pocket cost; 
19 indeed it must pay almost its fully 


distributed cost or the railway loses 
money on such traffic. 

(bo) Another necessary assumption for 

the validity of the railway proposition 

is that reduced rates to the competitive 
area will result in more'net railway revenue 
in the long run than would rate reductions 
of the same amount to the non-competitive 
intermediate territory. There is a good 
statement of this point in Dr. A. W. 


Currie's book "Economics of Canadian 
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1 
2 
3 of Canadian Transportation", At 
4 page 271 he says, and he is referring 
5 to the argument we are discussing: 
6 "The argument also tactly assumes 
7 that reduced rates at competitive 
8 points will get business for the 
9 railway while equal reductions at 
10 non-competitive points will not have 
11 a Similar buoyant effect on railway 
12 revenues. More specifically, it is 
13 assumed that reduced rates from 
14 Montreal to Vancouver will mean more 
15 in net railway revenues in the long 
16 run than similar reductions to 
17 Calgary or Edmonton. Yet the. 
18 stimulating effect which lower 
19 freight rates on raw materials to 


Alberta points would have on the 
distributing, mining, and potential 
industrial development of Alberta 
might be just as helpful to railway 
revenues as reductions to Vancouver. 
The comparative lack of industry in 
Alberta is partly the result of 
freight tolls which are high compared 
with those to Vancouver. Low freight 
rates might help Calgary and Edmonton 


just as they have assisted Vancouver. 
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But there would be one important 
difference: the railways must 

Share with steamship lines the 
traffic to and from the industries 
which low rates foster at the Coast; 
they would have the increased 
business in Alberta all to themselves; 
In technical language, the economic 
argument in favour of violating the 
clause assumes a high elasticity. of 
demand at competitive points, and 

a relatively or even a completely 
inelastic demand curve at the non- 
competitive ones," 

(c) The railway argument in 
justification of long and short haul 
discrimination was put forward as if 
it were unique to this particular 
kind of discrimination or at least 
as if it only applied to competitive 
rates and not to any other rates. 
This is an unsound proposition. As 
a matter of fact, if that argument 
were applied without restraint, the 
Canadian freight rate structure 
would be overburdened with a great 
variety of discrimination. If this 


revenue argument of the railways 
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Z 

_ were to be an acceptable reason for 

4 rate differences, then any type of 

at. what is now regarded as unjust 

6 discrimination would be justified 

7 as completely as the railways seek 

8 to justify their long and short haul 

9 discrimination on transcontinental 

10 traffic. 

11 What we are saying is that if the only criterion 


12 of what is a reasonable rate and what results in an 

13 equiptable rate structure is the revenue argument -- in 

14|| other words, anything that increases revenue is, in fact, 
15|| good -- then, you can justify personal discrimination 

16|| because, if as a shipper in Alberta I am willing to pay 

17|| more than let us say the maximum flat rate because I have 
18|| no other way of moving a particular commodity, then that is 
19|| going to give more net revenue to the railway, though 
consequently they should be able to charge me exactly what 
I am willing to pay. On the other hand, if my neighbour 
is not willing to pay more but will be delighted to move 
the same product to the same area by paying less, then, 
you ‘ought to be able to negotiate that rate, All I am 
suggesting is that not that this revenue argument is 
ineapplicable, but simply must be used with caution and 
cannot be the answer to a discrimination problem because 
if it were accepted as the answer, then, in theory, at 


least, the statute which prohibits personal discrimination 


would be logically repealed. 
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2 

3 (ad) The argument also makes the 

4 assumption that all parties are 

< better off when the railways 

6 "meet" competition, This 

7 proposition necessarily involves 

8 the following assumptions. 

9 (1) That if the railway 

10 reduces the rate to meet 

11 competition the competing 

12 carrier will not reduce 

13 his eo 

14 (2) That the railway 

15 traffic volume will increase 

16 so that gross revenue from 

17 the movement also increase, 

18 Obyiously, if these two assumptions 
19 | do not follow, then the proposition itself 


fails. In that event, the railways and 
the non-competitive shippers are worse off. 
Experience shows that when the railway 
reduces a rate ostensibly to "meet" 
competition, unless the competition is 
thereby destroyed, that is to say, unless 
the rail rate is below the out-of-pocket 
cost of the competition, the competing 
carrier will usually meet the reduced 

rail rate. He will meet the reduced 


rate for exactly the same reason that 
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2 

3 the railway reduced its rate in the 

4 first instance, Like the railway, 

5 he will conclude that if he can get 

6 or retain traffic volume at something 

7 more than his out-of-pocket expenses, 

8 he will be in a better position than 

9 he would be if he gave up the traffic 

10 entirely. It is obvious, therefore, 

11 that the proposition is valid only 

12 when the reduced rail rate destroys 

13 rather than meets the competition. 

14 The Royal Commission on Agreed Charges arrived 


15|at the conclusion that the most "important point to be 
16||considered in regard to ... (Alberta's proposals)... was 
17 its practicability". The Commission went into some detail 
1gon the matter of practicability and we quote from the 
i9|report at page 44: 

"The establishment of an agreed 
charge cannot be proclaimed by order 
of the Board, but requires the 
positive assent of the shipper. No 
shipper can otherwise be legally bound 
to ship any of his traffic by a 
particular carrier. It is more likely 
than in a non-competitive area the ~ 
initiative for obtaining agreed charges 
would have to come from the consignee 


(who of course can be deemed to be a 
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a "shipper" under the Act) but who 

at most could contract only for all his 
incoming traffic. However, it cannot 
be said with certainty that the 
consignee would always have control of 
the routing of his incoming traffic, 
for this would depend upon the terms 

of the sale and the consignor's 
Willingness to permit him to specify 
the routing. Up to the present, agreed 
charge arrangements seem to have 
proceeded on the assumption that the 
manufacturer or the seller would 
ordinarily be the "shipper" referred 
to in the Act. To attempt to negotiate 
agreed charges on the basis of the 
consignee being the shipper would seem 
to offer many difficulties, and for 
many commodities most susceptible to 
competition, where shipments are 
concentrated at one or two points of 
origin and spread among a great number 
of special contracts or any equally 
large number of negotiating parties. 

It is extremely doubtful whether 

the railways could utilize the agreed 
charges under such unfavourable 


conditions. 
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Therefore, it would seem 

inescapable that the Alberta 

proposal would resolve itself 

into a situation as follows: 

where agreed charges have been 

negotiated on transcontinental 

traffic the shippers (consignees) 

in Alberta could apply for and 

be entitled to receive agreed 

charges to intermediate points 

under the same essential 

conditions but at rates no more 

than one and one-third times the 

rates on the agreed charge applying 

on transcontinental traffic. This 

would be the case whether or not 

competition existed at the 

intermediate point (and the meeting 

of competition has always been a 

compelling factor in the making of 

agreed charges) and whether or not 

the applicant was a party to the 

transcontinental agreed charge. 

The apparent practical difficulty of applying 
the One and One-Third Rule to agreed charges was, in our 
submission, substantially overemphasized by the Commission, 
The Commission appeared to assume that in order to make 


the One and One-Third Rule applicable to transcontinental 
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agreed charges, there would be a large number of instances 
in which many many shippers would be required (if they 
were to obtain the advantage of the Rule) to apply to the 
Board of Transport Commissioners. Such would not be the 
case, The number of shippers concerned with commodities 
now moving on transcontinental rates and violating the One 
and One-Third Rule are relatively few in number. Indeed, 
our analysis indicates that the number of ‘receivers of this 
kind of freight would not be substantially greater than the 
number of shippers, 

At page 45 of the Report the Commission noted fou 
changed conditions that, in the opinion of the Commission, 
made the 1955 circumstances materially different from 
circumstances which existed a few years prior. In the 
opinion of the Commission these changed conditions were of 
sufficient importance to, in effect, cause the Commission 
to reverse the recommendations of the previous Commission. 

The first changed condition mentioned by the 
Commission was the growth of highway competition between 
Eastern Canada and the Western provinces. There can be 
little doubt that highway competition between 1950 and 1955 
increased very materially. It must also be admitted that 
there has been a continued increase in that competition 
since 1955. This might be a reason for less agitation in 
the intermediate area but it can hardly be considered a 
justification for permitting long and Short haul 


discrimination. 


The Commission indicated as a second proposition 
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that the changes in the railway sources of revenues during 
the previous few years and the increasing proportion of rai 
traffic subject to competition made it virtually impossible 
to adjust the railway rate structure in the way in which 
the structure could be adjusted in previous years, This 

| different condition most certainly exists but its relevance 
to the application of the One and One-Third Rule may be 
questioned. If, in fact, "the freedom to adjust the 
railway freight structure ... has all but disappeared", 
surely one of the major policy tasks facing the railways 
and the Board of Transport Commissioners must concern 
itself with a protection to that ever diminishing portion 
of rail traffic that is secure from competition. In other 
words, if this second condition be a fact, and we think 

it is, the application of the One and One-Third Rule 
becomes more important - certainly not less important. 

The third changed condition noted by the Royal 
Commission concerned the Equalized Class Rate Scale. The 
Commission observed that the new class rate scale would 
have the effect of "reducing the difference between the 
transcontinental rates and the class rates into intermediat 
territory". Theoretically the Commission might be correct 
but practically they are wrong because they neglected to 
consider the influence of horizontal percentage increases 
on the class rates. Such horizontal percentage increases 
are not normally applied to the transcontinental rates on 


Agreed Charges. 


The Royal Commission also referred to the 


equalization of commodity rate scales, and indicated that 
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the equalization of these scales would "effect reductions 
in those cases where intermediate territory rates are 
higher than elsewhere", The Commission could not foresee 
that the particular circumstances they envisaged would in 
fact be seldom met and that in reality the equalization of 
commodity rate scales would, if anything, increase the rates 
of Alberta, 

The Commission at page 45 of their report then 
reached the following conclusions: 

"the extension of the one and one- 

third rule to agreed charges cannot be 

recommended: firstly, because of the 

difficulties surrounding the practical 

application of such a measure; secondly, 

because if it were found possible to 

apply it to certain cases, it would on 

the whole be unproductive of substantial 

benefit to intermediate territory; 

thirdly, because having regard to the 

present unfavourable financial 

condition of the railways and their 

urgent need of relief, it would be 

unwise, while granting them the 

measures of freedom in the Mee SEN 

agreed charges which I recommend to 

create at the same time new 

complications which might hamper 


them considerably in the exereise 
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of the agreed charge practice; and 

fourthly, because the position of 

intermediate territory is being 

altered beneficially and in a 

substantial manner as a result of 

new competitive conditions of 

transport and of the implementation 

of the recommendations of the Royal 

Commission on Transportation regarding 

the adjustment of freight rates in the 

Western Provinces," 

The Commission expressed the view that there 
would be no substantial benefit to intermediate territory, 
if the Ome and One-Third Rule were applied to the Agreed 
Charges. The immediate consequence of restriction of the 
long and short haul discrimination might, in a strict 
dollar and cent standpoint, be limited but this surely is 
a most effective argument against the allegation of the 
railways that the revenue loss resulting from the 
application of the Rule would be highly significant. If 
the benefit to intermediate territory is not substantial, 
the possible loss that the railways so feared must have 
been, in the opinion of the Commission, to an extent at 
least, imaginary. The important point here is not the 
magnitude of the gain or loss. It is the need for an 
equitable and economic rate structure that must receive 
attention. If, at the moment, there was no gain to the 


intermediate territory, that territory would still be 
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entitled to statutory protection against unregulated long 
and short haul discrimination. Money is not invested only 
on the basis of today's economic climate but most certainly 
on the basis of the future which, if we are to judge from 
past experience, cannot offer anything but concern in the 
matter of long and short haul violations in intermediate 
territory and especially in Alberta, 

The third point raised by the Commission 
which related to "the present unfavourable financial 
condition of the railways and their urgent need of relief" 
does not, in our opinion, justify the maintenance of 
discrimination in the rate structure. The financial need 
of the railways, urgent and important as it has been for th 
past 10 years, must surely be a question of concern to the 
general rate structure and not to one specific segment. An 
equitable rate structure which fairly distributes the 
financial burden of transportation across the whole of 
Canada is a prime requisite to the financial success of the 
railways and to the economic health of Canada, Such an 
equitable rate structure cannot be denied simply because 

a change here and there will adversely affect railway 
revenues. The application of this kind of criteria, i.e. 
the financial one, would, if logically carried to its 
conelusion produce and compound rate inequities, This 

ould be to the ultimate detriment of both the railways 

and the shippers. 

The fourth point in the Commission report deals 


ith the combined effect of new competitive conditions and 
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the implementation of the recommendations of the Royal 
Commission on Transportation (1951). The advantages 
flowing from both these conditions cannot be denied, 
Competition is now more severe in Western Canada than at 
any time in the past and the Royal Commission recommendations 
did benefit yestern Canada but, here again, the magnitude 
of these advantages cannot be a reason for denying an 
economic and equitable rate structure. The Royal 
Commission on Transportation when it made its recommendations, 
envisaged the restriction of long and short haul 
discrimination together with the other recommendations. 
To allege several years after the Report of the Royal 
Commission that as a consequence of the implementation of 
certain recommendations, others, and in our mind equally 
important, recommendation should be ignored is to deny the 
validity of the original report. We are certain that the 
Royal Commission on Agreed Charges intended no such thing. 

We think the recommendations were sound and we 
do not see justification for altering some of them on what 
appears to be the theory of "You May Not have got the whole 
package, but you are better off because you got part of it. 
That, we think, is the effect of the Agreed Charges Royal 
Commission recommendation to not apply the One and One- 
Third Rule to Agreed Charges. 

The final point raised py ithe report of the 
Royal Commission on Agreed Charges concerns the position 
of the "distributors in Alberta cities as a result of the 


discrepancies between rates from Eastern Canada to Alberta 
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and to the Pacific Coast", The Commission made the 
observation that it was not stated by Alberta that 
consumers in these areas would be prejudicially affected 
by this state of affairs, and the Commission do not see 
how they could be. If it was not stated that consumers 
would be prejudicially affected, it was certainly implied 
many times throughout the hearing for it is obvious that 
the ability of a distributor to compete in an area must be 
related to the laid down cost of goods to his place of 
business and the subsequent cost of re-shipping as 
compared to the laid down cost of those same goods to his 
competitors plus their cost of distribution. It follows 
that if the Alberta distributor finds his territory 
narrowed as a consequence of long and short haul 
discrimination, thepurchasers at the centre of his 
marketing area are, in fact, paying more than they wou d 
if his area was not restricted. This assumes that his 
area is enlarged by a reduction of his rates and not by 
an increase in his competitor's. It must, therefore, be 
stated emphatically that the so-called distributor 
argument against long and short haul discrimination can 
properly be considered, in part at least, an argument on 
behalf of the consumer, 

The Commission narrowed the distributor argument 
piniieen an extent that they were able to dispose of it. 
They observed that they were “not convinced that the 
location of the distributing trade is solely responsive 


to the freight rate situation at any given time", They 
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then proceeded to elaborate on this point which, our 
reading of the record indicates, no witness had ever 
suggested, Of more fundamental importance is the 
suggestion of the Commission that the distributing trade 
was in 1955 of less importance to the economy of Alberta 
than it was as lately as 1950. This proposition as a 
generality cannot be denied but it does not commend itself 
as a reason for denying the application of restrictions 

on long and short haul discrimination. The absolute 
volume of distribution in Alberta has increased 
tremendously during the past 10 years to the benefit of 
everyone including the railways, At the same time the 
healthy economic climate of Alberta has caused substantial 
increases in those other parts of the economy mentioned by 
the Commission. The net result is that distributing is 
relatively less important but of sutrisibat size absolutely 
to be of concern to both the business. community of Alberta 
and the railways, 

One can hardly dismiss the distributive trades 
of Alberta with the observation that decentralization has 
proceeded to the point that the restriction of long and 
short haul discrimination would fail to be of any advantage 
to western consumers or western distributors, Evidence 
to be given before this Commission'will show that in the 
case of the City of Spokane the rigid control of long and 
short haul discrimination has had a very beneficial effect 
on the distribution of goods in the area and has been 


responsible in part for the significant economic strides 
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made by both the City and the area, 
Ve SUMMARY AND RECOMMENDATIONS 


The foregoing review and analysis of long and 
Short haul discrimination in Alberta suggests that, while 
circumstances changed in the past 10 years, they have not 
changed to such an extent that the recommendations of the 


Royal Commission on Transportation (1951) with respect to 


|-long and short haul discrimination can be set aside. Equit 


the needs of intermediate territory, and an economic railwa 
freight rate structure still demand restrictions upon long 
and short haul discrimination, It is our recommendation 

to this Commission that such restriction still be 
accomplished by the application of the One and One-Third 
Rule to all types of transcontinental competitive movements 
whether by Agreed Charges or ponpakikive commodity rates, 

THE CHAIRMAN: In effect, you are asking this 
Commission. to reverse the second Turgeon Commission? 

THE WITNESS: Yes; if I may say so, this is the 
rougher hand. The 1951 Commission gave the One and One- 
Third Rule; the Turgeon Commission took it away, for all 
practical purposes. 

THE CHAIRMAN: And you want it restored? 

THE WITNESS: We are asking it be restored to all 


competitive movements. 
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Q. Now, Dr. Harries, you also prepared 
at my request a submission withrespect to what I might 
call maximum rate regulation, and you did prepare a 
brief on that subject? 

A. 20s,- Six; oDedid, 

Q. And this brief we have here to put in 
called "Transportation and the Economy of Alberta with 
Particular Reference to Freight Rate Relationship"? 

A. 188, BLY. 

Q. Will you please now proceed to put this 
brief into evidence before the Commission? 

A. Yes, Pair. 

This memorandum seeks to define the major 
elements of the present transportation situation from 
the standpoint of Alberta. Particular emphasis will 
be placed upon the position of various economic groups) 
within the economy as their interest is affected by 
current transportation rate policies. The historical 
aspects of rate regulation and policy will be referred 
to without explanatory notes as there exists a vast 
fund of readily accessible information on this topic. 
Where appropriate, specific rate items will be dis- 
cussed but only to illustrate a principle or a 
practice that should, in our opinion receive the atten- 
tion of this Commission. 

i Introduction. 

The provision of transportation services and 

the user costs of such services, have been fundamental 


economic factors in the growth and development of the 
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2 Province of Alberta. The history of Alberta's con- 

3 cern about transportation now covers a period of more than 
2 50 years. In every investigation, inquiry, hearing, an 

5 major discussion, that has taken place during those 


6 50 years, Alberta -- through the Government and through 
7 the vanes of various organizations -- has taken a 

8 prominent part. The assumption of this role by Alberta 
9 stems directly from her vital concern with transpor- 


10 tation. 


11 During the past 50 years many significant 

12 changes have taken place in transportation. This Royal 
13 Commission has received much evidence all of which sub- 
14 stantiates in whole, or in part, this assertion. This 
15 memorandum will not once again review these changes; 

16 its purpose is to outline the effects of the changing 

17 conditions of transportation upon the various parts of the 
18 economy of Alberta and in particular to emphasize what 
19 seem to be reasonable criteria to guide future 

20 transportation policy, in light of these changing 

21 conditions. 

22 tae The Economy of Alberta. 

23 In 1958, Calgary Power Limited published 

24 a survey and assessment of the resources of the 

25 Province of Alberta. This survey was done by J.T. 


26 Donald & Company Limited of Montreal. 

27 MR, FRAWLEY: Might I just interrupt you 
28 and say to the Commission that I have a copy of that 
29 survey which was kindly sent to me by the Calgary 


30 Power Company. It may be that the Commission's 
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research staff already has that copy, and if they have 
any difficulty locating it I would certainly be glad 
to make my copy available to them at any time, 

THE CHAIRMAN: Thank you, 

THE WITNESS: The first chapter of 
the Summary Report of the Survey gives a broad statement 
of Alberta's past economic development and makes some 
general observations about her potential development. 
The following paragraphs borrow liberally from this 
Summary Report. 

Alberta has had two distinct periods of 
development. Agricultural growth came first and was 
followed by industrial development based upon gftroleum 
resources. 

Agricultural development brought rapid 
population growth particularly in the first decade of 
the century, After 1921 the province settled down 
to slower growth and to development as an agricultural 
area -- subject to all. the vicissitudes of the world 
markets for wheat, its major product. Coal mining became 
important, and a few small pools of gas and oil were 
discovered. Some industries, mainly based on the 
processing of agricultural products were established. 

In 1947, with the discovery of the Leduc 
oilfield, oil and gas exploration became a major indus- 
try. Reserves developed over the years have justi- 
fied the building of gas and oil pipe lines across the 
continent, westward to the Pacific, eastward to the 


industrial heartland of Canada, and linked with systems 
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in the United States. Some of Canada's largest petro- 
chemical operations have been established in Alberta. 
These activities have spawned others: new cement plants 
steel fabricating mills, greatly increased power pro- 
duction, expanded roadbuilding programmes and a major 
boom in commercial and residential construction. 

While the population of the United States 
increased by some 19 per cent between 1946 and 1956, and 
that of Canada by about 30 per cent, Alberta's popula- 
tion climbed by 40 per cent. Edmonton and Calgary, 
the two major cities, in the last five years have had 
the highest growth rates of any metropolitan areas 
in Canada. The general picture is clear: major dis- 
coveries in one major Haditle' area have brought great 
changes in a primarily agricultural economy; capital 
and people have come into the province to exploit oil 
and gas; industries that can ScuraENMTy use these 
resources as raw materials, or that can supply their 
requirements in exploration, production and transmission 
have followed; other local industries have been 
established and have flourished in the period of 
boom, 

Table 1 indicates the changes that have 
taken place in Alberta's industrial picture in the past 
12 years and the situation that prevails today. The 
table gives the net value of production in the major 


areas of Alberta's economic activity. 
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Table 1 


Net Value of Alberta Production 
(millions of dollars )* 


19k6 1958 
Agriculture 249 375 
Mining (includes oil and gas) 65 300 
Manufacturing 84 330 
Construction 65 410 
Forest Products han 5 16 
Electric Power :. 9 4O 
Source: Dominion Bureau of Statistics and Alberta 


Department of Industry and Development. 


*Not corrected for price changes, 


~ 


It is evident that twelve years ago the 
value of agricultural output was greater than the value 
of all other production combined, Alberta by 1958 
had reached the point where construction, mining and 
manufacturing, all ranked nearly as large as agri- 
eulture. A further breakdown of the manufacturing 


industry in Alberta is given in Table e2. 
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Table 2 


Gross Value of Production, 
Alberta Manufacturing Industries 


(Millions of dollars) 


Value 1958 
Percentage 
Industry Group 1955 1958 of total 
Foods and Beverages 273 341 4O 
Products of Petroleum & Coal 116 151 19 
Wood Products ats 9 7 
Iron and Steel Products Al 64 9 
Chemicals and allied products 37 4g 5 
Non-metallic mineral products 33 48 5 
Printing, Publishing & 
allied industries ed role § 3 
Transportation equipment 19 26 4 
Non-ferrous metals products 15 22 3 
Pulp and paper products 10 29 2 
Other manufacturing industries 19 | UST. ball 
Total 641 B45 100 


Source: Dominion Bureau of Statistics. 

In the period 1939-56, Alberta led all other 
provinces in her percentage increases in employment 
in manufacturing, earnings in manufacturing, and value 
added by manufacturing. But this rate of progress 
is likely to be surpassed in the future. Development 


to date -- witness the heavy domination of the group 


by food and beverage industry -- is a holdover from 


the past. The development of the wood-using industries, 


the chemical industries, the non-ferrous metal industry, 
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and all the industries not separately classified may 
be expected to expand. In many areas much opportunity 
still lies. 

The expansion of Alberta will continue becaus 
her own population will expand and form an increasing 
market, and because her resources will allow the 
establishment of industries able to supply markets for 
the rest of Canada and throughout the world. Some 
idea of the available resources may be gained from the 
following tabulation: 

Coal reserves 48,000 million tons 


Recoverable proven reserves 


of crude oil 3,100 million barrels 
Recoverable proven reserves 

of natural gas 28,000 billion cubic feet 
Estimated crude oil content, 

Athabasca oil sands 100 = 300 million barrels 
Undeveloped hydro-electric 

potential 2,500,000 kilowatts 
Potential additional arable 

land 15,800,000 acres 
Merchantable timber 

reserves 53,000 million cubic feet 
source: Various publications of the 


Government of Alberta 


The Donald survey gives two projections of 
interest with respect to Alberta's future growth. It 
has estimated the net value of production by major 


? 
economic sectors for 1975 (Table 4). 
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Table 3 


Projected Net Value of Production in Alberta in 1975 
1975 Ratio of I 


(millions of dollars) crease 
1955/1975 


Agriculture 450 1.40 
Construction 1,000 2.95 
Manufacturing 800 3.04 
Mining 1,600 Ee 
Electric Power 120 4.15 
Forestry 30 acar 


Other 3 Lo did 


Total 4, 003 3.14 
iF Ravina 


Source: J.T. Donald report for Calgary Power Ltd 
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Table 4 
Projected Increase in the Value of 
Manufacturing in Alberta 1955 to 1975 
By Industry Groups 


Percent Increase 


Food and Beverages 105. 3 
Products of Petroleum and Coal 219 
Wood products ie, 
Iron and Steel Products / 388 
Chemicals and Allied Products : 468 
Non-metallic mineral products ~ 279 
Printing, Publishing and Allied 
Industries 210 
Transportation equipment 216 
Non-ferrous metal products 500 
Pulp and Paper Products 1,100 
Other manufacturing industries 426 
Total eae 


Source: J. T. Donald report for Calgary Power Ltd. 


I may say quite frankly, sir, that there 
is sometimes the assumption that because Alberta has 
in certain aspects of its economic development shown 
very substantial percentage increases that this in 
itself is a complete argument to the proposal that 
freight rates as one thing discriminate against 
Alberta. We are not able to accept this view, sir, 
because we believe that the economic development of 
Alberta should properly be gauged with reference to 


its potential and not with reference to its historical 
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statistical picture, We think the evidence is clear 
that historically its development has been held back 
by, among other things, the freight rate situation 
that it faces. 

So, while we as Albertans, of course, are 
very happy with the developments that have taken place, 
we do not think that it would be correct to assume 
that the pace of development in itself is an argument 
against those things that we consider to be wrong with 
the freight rate structure, 

The whole purpose of this particular section 
is not to deny the strides which have been made, but 
rather to set them out in clear form, and also to show 
the economic potential, We suggest, sir, that the 
realization of this potential can be greatly influericed 
by the nature of the transportation policies which are 
pursued, | 

It is clear that the economic potential of 
Alberta is large. The realization of this potential 
can be greatly influenced by the nature of the 
transportation policies which are pursued. There is 
a grave danger that the maintenance of present policies 
will seriously impair the industrialization and develop- 
ment of Alberta. It should also be noted that the 
development of Alberta has a very favourable impact 
on the general economic health of Canada. Alberta 
has been and will continue to be a very attractive 
investment area for both Canadian and foreign capital. 


The employment opportunities in Alberta will give added 
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incentives for all Canadians to utilize their talents 
for Canada instead of migrating to foreign lands. 
Lastly, it may be said that for each dollar spent in 
Alberta for development an additional dollar and 
one-half is spent in other parts of Canada to create 
trade and employment there, 

The relationship between Alberta's present 
and potential economic activity and the welfare of 
her citizens rests to a significant extent upon transpor 
tation arrangements and costs. 

I simply wish to point out, sir, that when 
we speak of Alberta's economic development I hope we 
are not being too provincial, because the extent to 
which Alberta can develop is of major assistance to the 
rest of Canada, as shown particularly by the development 
of her petroleum resources. 

In the next section the effect of transporta- 
tion on the standard of living of Alberta consumers is 


considered. 


(i ah The Burden of Transportation on the 

Alberta Consumer. 

The ultimate consumer in Alberta is concerned 
with transportation costs primarily as they affect the 
price of the commodities and services that he must pur- 
chase. These prices can be influenced by transporta- 
tion costs in two ways: directly through the ‘5 ES 
tion rates themselves, or, indirectly through the effect 


of transportation costs on price policy. These matters 
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z will be discussed in turn. 
3 A. The Cost of Transportation, 
4 It is well known that land transportation costs 
5 regardless of the particular freight rate structure 
6 are essentially a function of distance. Alberta's 


‘| mid-continent location implies that, to the extent 

8 that the goods and services required by her residents 

9 must come from outside the area, there will be a large 

10 element of freight cost attached to them. Regardless 

11 of the transportation policies pursued it will be 

12 generally agreed that this situation must maintain. 

13 If I may, sir, we would like to emphasize 

14 that we do not think Alberta is ever going to have 

15 low freight rates in comparison with the more favourably 

16 geographically situated EPenns of Canada. 

17 We recognize that we are a long way from 

18 major markets and that we must absorb high transporta- 

19 tion costs. When I say "high", I use that descrip- 

tion in relation to the more favourably located areas, 

and this we think will continue for a long time. The 

thing that we are continually concerned about is that 

the high does not get higher or that it is not an 

unreasonable portion of the total transportation bill. 
An examination of various consumer costs will 

show the importance of the freight element to Albertans. 

Food costs usually account for approximately 25 per 

cent of the normal household expenditure, In Alberta 

the cost to the consumer of the basic food necessities 


such as milk, meat, and cereals are not, to any 
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important extent, disproportionately altered by trans- 
portation costs, The price of these items is deter- 
mined locally or alternately on a central market 
linked to the local market by a transportation differ- 
ential. (Milk is priced on a local market basis. 
Wheat is priced at Vancouver or Fort William less 
export freight on the grain. Livestock is usually 
Toronto less freight but during the past two years 
western markets many times have been above Toronto, ) 

In the matter of secondary food items 
including such things as canned goods, some fresh 
fruits, and the like; transportation costs are again 
not a major item although price is influenced to a 
limited extent by transportation, As the standard 
of living of Alberta consumers increases, transporta- 
tion becomes a more important factor. Indeed, some 
have suggested that the better the transportation 
system, the higher the standard of living particularly 
with respect to food items. Florida oranges, Texas 
grapefruit and California lettuce are now usually 
accepted as part of the staple diet of Alberta house- 
holds and this is so because of their availability 
due to transportation. 

Clothing and other personal necessities 
which account for another twenty-five per cent of 
the consumer budget all have a modest transportation 
component in their consumer price. The important 
area as far as the consumer is concerned is in the 


field of consumer durables such as appliances, 
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automobiles, and furniture. These consumer durables 
are price sensitive to transportation costs and as a 
general proposition it is accurate to say that the 
price of these goods in Alberta is higher than it 

is in other parts of Canada because of transportation 
cost. 

Consumer durables have borne the brunt of 
the transportation cost increases during the past 
fifteen years, The market in Alberta or indeed in 
western Canada is not large enough to encourage the 
establishment of industries that manufacture most of 
the major consumer durables and, therefore, these 
goods have not been able to escape transportation cost 
increases, The only possibility for tempering the 
full impact of railway cost increases has been through 
the medium of competitive transportation. It has not 
been sufficiently stressed that these competitive 
media have only been made competitive by reason of 
very substantial increases in the railway rates 
that applied in previous’ years. It may be some 
solace to the consumer to know that because of carrier 
competition he is paying only twice the transportation 
cost that he did ten years ago rather than two 
and one-half times the cost. 

The third area in which the consumer is 
directly affected by freight rates is in the provision 
of housing which accounts for a further 25 per cent 
of expenditure. While typically, building construc- 


tion in Alberta utilizes b percentage of locally 
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produced material, the cost of such locally | 
produced material is generally based on national prices 
which take into account transportation costs; or the 
materials themselves have a relatively large pro- 
portion of transportation cost in their pricing. 
Examples of the first type are roofing materials, 
windows, floor coverings, heating and plumbing 
apparatus, and so forth. These items are manufactured 
to a limited extent in Alberta but in all cases their 
cost to the Alberta housebuilder is based upon 
national price which reflects transportation costs 
from the major producing centres of eastern Canada, 
Examples of the second type are brick, cement, and 
lumber. These items are priced on a modified 
local cost basis but each must pay a substantial 
freight cost to all locations not proximate Ko the 
point of production. 

In summary, it may be coneluded that some 
food items, most clothing, and virtually all consumer 
durables including housing are priced to include 
transportation costs. These costs are significantly 
greater for the Alberta consumer than they are for 
most other areas of Canada. It may also be concluded 
that as transportation costs increase, and especially 
if the norizontal percentage method of applying these 
increased costs to the price of transportation services 
is used, the burden on the Alberta consumer! will be 
progressively heavier. The Alberta consumer bears 
the brunt of a horizontal percentage increase because 


of the magnitude of the initial rate, and, because 
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TORONTO, ONTARIO (Frawley ) 
1 

2 of the failure of this method of increasing rates 

3 to spread one burden on all traffic. Other consumers 
4 in Canada bear a share of freight rate increases but 

5 this share is proportionately less than the one 

6; assumed by Alberta residents, 

j And this, once again, goes back to Alberta's 
8 location and to the type of freight rate structure 

9 that we have. 

10 

i" 5. Transportation Costs and Price Policy. 

2 Transportation costs also have an ettest 

13 on the Alberta consumer because of the impact of 

14 freight rates on price policies, The previous 

is section made reference to this situation but it 

16 merits further elaboration, 

17 It is recognized that transportation 

18 rates may be a cost to the consumer even in the ab- 

19 sence of actual traffic movement. This results as 


a consequence of the price interrelationship that 
exists between producers in geographically separate 
markets. Such interrelationships can work in favour 
of and also against a particular area, The so-called 
national pricing policy or "postage stamp pricing policy" 
is gaining acceptance in the pricing of a number of 
consumer items. Drug items, soap, floor wax, and 

these sorts of things offer excellent illustrations. 

In the case of Alberta, the trend of national pricing 


works to the advantage of the consumer except in the 


case of those few items which are manufactured in 
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Alberta. 

Automobile manufacturers have evolved a syste 
of freight absorption or regional bi he ll The 
effect of this modified national pricing is to reduce 
the price which would normally be paid for automobiles i 
Alberta. It has a further advantage from the stand- 
point of the carriers in that it encourages the movement 
of automobiles from the factory by commercial means, 
It discourages direct factory deliveries to consumers 
including railway employees who drive the car home, 

A refinement of the "Pittsburg Plus" 
pricing policy accepts a base price and adds to that 
base price phantom freight irrespective of the actual 
location of the producing facility. Since World War II 
the development of industry in western Canada and the 
use of this pricing procedure has tended to obscure 
the real impact on the consumer of praheportaticen cost 
increases. In particular, the use of the horizontal 
percentage increase mechanism subject to all its well 
known disabilities as far as the carriers and consumers 
are concerned, is also subject to this further dis- 
ability. 

The cement and the sugar industry in western 
Canada both use the "Pittsburg Plus" policy. This kind 
of pricing policy is frequently misunderstood, and it 
may be well to indicate how it works. It depends for 
its success upon the establishment of a base mill price. 
This price is obtained from the sum of production 


costs plus profit. A low cost will allow a low base 
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mill price and a high cost will require a high base 
mill price, While there is some flexibility in the 
adjustment of freight rates because of competition, 
essentially the same rate scales apply to the product 
of every plant. The selling price of the product, 
therefore, is the lowest combination of the base mill 
price plus the freight. It follows that if the base 
mill price is low due to low costs, the selling price 
will be low unless it includes freight charges for a 
long haul. 

Any plant utilizing a base mill price defines 
a natural market area for its product. It is the 
area within which the base mill price of the plant 
plus railway freight is lower than the base mill price 
of competing plants plus their rail freight. The 
extent of the natural market area depends on the level 
of the base mill price. In many instances the base 
mill price is a competitive price derived by us of a 
competitor's base mill price plus freight. In other 
words, many plants have no natural market area. 

In instances where there is no natural market 
area each and every freight rate increase has the effect 
of increasing the consumer cost of the product even 
though no outbound transportation is involved. Very 
few plants have no inbound transport cost and con- 
sequently price increases brought about by freight 
rate increases are not absorbed as profit by the manu- 
facturer but are dissipated, in part at least, on 


inbound freight costs. 
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(Frawley ) 
1 
2 The "hidden" effect of transportation costs 
3 on the Alberta consumer will tend to increase as long 
4 as freight: rates continue their postwar climb. Carrie 
5 revenues may be expected to decline due to the 
6 combined effect of two complementary progressions: 
7 first, the establishment of local manufacturing due to 
8 the customs tariff effect of freight rates, and second, 
9 the existence of local manufacture will be an incentive 
10 to the carriers to grant market competitive rates to 
11 present sources of supply. In either case the 
12 pricing policy will remain dependent on transportation 
13 rates which will continue to be reflected in the cost 
14 of goods to the Alberta consumer. 
15 If I may, sir, I would like to elaborate 
16 just a little on these two proposals that we have just 
17 put forward; that is, the complementary progressions. 
18 What happens, of course, as your freight rates get 
19 higher you encourage local manufacturing. If local 


manufacturing does commence, then the railways lose, 


because they lose the long hauls from outside the 


area, This has a deleterious effect on the revenue, 
But, then, secondly, when you get local manufacturing 
established then the manufacturers who previously 
served the market can properly, and many times do, 
go to the railways and get market competitive rates 
into the area. So, here you get a second revenue 
impact on the railway or transportation agency. 
COMMISSIONER MANN: Dr. Harries, on that 


point -- and you may want to give that some consideratign 
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-- when we had the submission of the Province of 
Manitoba it was made clear to us that the railways do 
not recognize market competition within Canada. 

Now, your statement here is in direct 
conflict with that made by the Province of Manitoba, and 
I wonder what your resolution of this conflict would 
be. You might want to think about’ this and check 
what the witness for the Province of Manitoba has 
said before you answer it. 

THE WITNESS: I have checked that, sir. 

I just don't agree, As a matter of fact, I would be 
glad to go into some more detail in connection with why 
I hold that opinion, but it is a considered opinion, 
sir, that there are rate changes in response to market 
competitive conditions internally. I do not think 
there is anything wrong with that. I think it is 
perfectly understandable, And, as I say, I am sure 

it exists. So, I will leave that as a statement, sir. 

COMMISSIONER MANN; Thank you very much, 

MR, SINCLAIR: Well, we are very interested 
in this, and we would like some examples in Canada, 

MR, FRAWLEY: Well, there will be, as I 
said this morning, and I still hold to it -- I do not 
mind having that piece of the cross-examination take 
place now, but perhaps it would be a little more 
orderly if it were done later. What does the Com- 
mission think? 

THE CHAIRMAN: We will go on. I think 


Mr. Sinclair has a note of it. 
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MR, FRAWLEY: Yes. 

THE WITNESS: I would like to suggest, 
though, that this combined effect on railway revenues 
of increasing freight rates is something that I know 
gives the railways concern and it certainly gives those 
of us in Alberta who considered the problem concern, 
because the higher the rate structure gets, you 
not only lose by the well known competition activities 
of other carriers, you lose within the rate structure 
itself. The competitive aspects of rate increases, 
I think, may have been over-emphasized,. These 
other things are probably equally important because 
we see it happening in Alberta. 

In summary, it may be stated that the 
Alberta consumer pays higher prices by reason of 


increased transport costs although in some circumstance 


there may actually be no transportation directly 
connected with the sale of the product. Alberta in- 
dustry may "hide behind" freight rate costs and thus 
have an economic basis for developing where previously 
it could not. Freight rates in either case are a 


burden on the consumer, 


a¥ Transportation Costs and The Distributor, 

Transportation costs generally, and many 
particular freight rates, tave frequently been dis- 
cussed with reference to their impact on the distri- 
buting trade. Much transportation theory has been 


directed to an examination of the effects of freight 
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rate changes on the alteration of distributiong patterns 
Administrative tribunals and Royal Commissions have 

not infrequently stressed the effects of changing 
transportatim rates on distributors such as those found 
in the major cities in western Canada, Looking at the 
history of transportation rates in western Canada it is 
obvious that the interests of the Winnipeg distributor 
have received more concern and consideration than the 
interest of any one group of consumers, even those in 
the City of Winnipeg itself. This preoccupation with 
the position of the distributor is not at all sur- 
prising because it is in this area that the most 

direct and obvious conclusions with respect to trans- 
portation charges can be drawn, 

That statement is based upon our reading of 
Western Rates Case, and a whole series of cases before 
the Board of Transport Commissioners. We say it is 
not surprising, but we do think it is a fact. 

The absolute cost of transportation is usual 
ly of limited concern to the distributor. The demand 
for transportation in general, as distinct from the 
demand for a specific kind of transportation, is 
inelastic within rather wide limits. Consumers do 
not buy significantly more if the price is a few cents 
lower nor do they buy, in total, significantly less if 
the price is a few percent higher, but they may well 
change their source of supply for a particular com- 
modity in response to relatively small differences 


in price. The distributor's problem is usually one of 
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market areas defined by rate parity with other distri- 
butors. It is in this connection that particular 
freight rate relationships assume their importance. 

In the case of Alberta distributors it is this fact 
that explains the emphasis traditionally placed on 
long and short haul discrimination. 

In other rate matters, such as the incentive 
rates, (reference is here made to the series of rates 
published by the railways from some major distributing 
points in western Canada, e.g. CPW 975 and CNW 950) 
the distributing class rates, the terminal rates, the 
rate groupings, and the mixing rules, the emphasis is 
primarily on their impact upon the distributor. The 
development of industry and a more complete network 
of competing transportation services has made these 
rather technical aspects of freight rate construction 
of less importance. The distributor, who hives 
respects was the key man in freight rate matters, is 
diminishing in importance and will continue to 
diminish. This is not to suggest that the distributor 
is becoming less important as an economic factor in 
Alberta's development, It is simply to suggest that 
his market activity is becoming progressively less 
dependent on railway transportation policy. 

Discriminatory transportation pricing to an 
extent not usually realized or admitted has made the 
railways, albeit unwillingly, the arbiters of com- 
mercial policy. The impact of inter-carrier com- 


petition and subsequent pressure on the value of 
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service principle indicates the milways will no 

longer play the same role, particularly in the case 

of the distributor. The distributor will still require 
equitable relative rates but these are more likely to 
come as a consequence of competition and not as a 


praduct of the regulative process as such. 


= 


yon Liaw stawite 
is "sao tt ‘at yonaee staaeg 8 ste 
; : on r ate 4 ars - 
per’ otiti. ree _<odud Pe sie» . vonustxoenD x 


sale arom’ rs seers su asters sutcaten side 


7 
: 


wotdivagios 10 iiindiliatis 8s a8 
: Wea sf 
a a0 


eesootg evitelugenx ecg’ wee 


; t ¥ 
“% 7 m 
: Mi 4 
b! ’ 
at 
py 
i 


eee 
a “ 


Ss «a t tn 
a 


el yor 


» ‘7 
Pann 


Ot ae ania 
Rar beim } 
gab anal tee 
Ph ee ok sare we ) ; 


ANGUS, STONEHOUSE & CO. LTD. 16501 
TORONTO, ONTARIO 


V. QHE TRANSPORTATION FACTOR IN INDUSTRIALIZATION 


The Province of Alberta's primary concern now, 
and in the future, with respect to transportation policy 
will undoubtedly center about the impact of those policies 
on industrial development. It is convenient to consider 
two braod areas, First, the primary producers; and second, 


the manufacturing and processing industry. 


A, Primary Producers, 

The position of the primary producers in Alberta 
is well known to all members of this Commission, In spite 
of the long and confused argument that has characterized 
discussion of the question "who pays the freight?", the 
weight of evidence unquestionably indicates that Alberta's 
primary producers (Agriculture, Forestry and Mining) in 
all but exceptional circumstances, find transport costs as 
a net reduction from the price they receive. That is a 
carefully considered statement. That does not say that 
the primary producers pay it but that is what they can be 
calculated as a result of what we have done in this matter, 
In respect to these primary producers there is an inherent 
conflict in present Canadian transport policy. This polic 
seeks to treat the transport function in general as a 
"public utility" but exempts, through economic necessity 
or political choice, a large portion of that function. 
This statement is supported by Table 5 which summarizes 
the estimated result of a general freight rate increase 


of 19% submitted by Canadian Pacific and Canadian National 
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during the last rate increase hearing. We have calculated 
the percentages of traffic and of revenue to indicate the 
impact on the various classes of freight, The problem is 
most acute in connection with railways but it is, of course, 
present with the other carriers. Some highway carriers 
which are regulates as in Saskatchewan; also some northern 
air carriers, 

If any group has profited over the years from 
discriminatory transportation pricing in a "regulated 
railway economy", it has been the primary producer and 
the railways. There is evidence to indicate that the 
extent of the benefit to both parties has been over 
emphasized. In today's circumstances of mixed control, 
both within particular transportation agencies and between 
agencies, the primary producer is falling heir to an 
unfair burden. The burden is unfair because it requires 
shippers with an inelastic demand to pay out of pocket 
variable costs plus overhead where the overhead arises as 
a result of a transportation system established to move 
traffic volumes greatly in excess of those now moving. 

He is expected to carry his own transportation cost, and o 
the basis of misguided theory, to meet the residual cost 
of transportation services rendered to other users, 

There is no simple answer to the problem but it 
does seem obvious that to continue present regulatory 
policies without giving full recognition to the changing 
circumstances that now exist, is to fail to do justice to 


either the carriers or the primary producers. The trend 
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to loading more and more cost upon the low valued 
commodities restricts the movement of these commodities 
or alternately the total volume of movement by the 
regulated carrier, Within the past ten years in Alberta, 
there has been a significant change in ae type of 
commodity that can pofitably be moved by truck, This 
change has come about not through any changein the 
transportation characteristic of the commodity but solely 
through a change in the relative cost of shipping by rail 
as against shipment by truck, This, of course, is related 
to better highways, better trucking equipment and higher 
rail rates, 

The development of primary production in Alberta 
is not fundamentally a matter of relative rates within 
Canada, It is concerned almost solely with the absolute 
level of rates, In other words, there is involved the 
general question of how transportation services and 
especially rail services are to be priced. While there 
has certainly been an upward trend in basic commodity 
prices for 15 years and this has encouraged development 


it is these same commodities which are most sensitive to 


price declines, 


B, Manufacturing and Processing. 


It has already been indicated that manufacturing 
and processing activity in Alberta has undergone some 
profound changes in the past 12 years. The extent to whic 
this development will continue is dependent, to a degree 


at least, upon the transportation requirements and 
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and arrangements that exist, There are two types of 
industry in Alberta, One type caters to a local market 
and is in part helped by high transportation costs from 
other producing areas, This came into it before but if I 
may I would put it in again. This type of industry 
illustrates the well known customs tariff effect of 
transportation rates. Such industry is relatively 
unimportant if we are to gain the advantages of 
specialization, Too frequently people who stress the 
dchtenei ins of erecting freight rate barriers to encourage 
local industry fail to rrealize that the economic 
Balkanization of Canada can only weaken our national 
economy. 

I would like to make that point, that the 
argument of local industry being encouraged by high 
ieRas bend costs usually involves a misuse of the resources, 
Our aieueay must be based on specialization and to the 
extent that artificially high transport costs are used 
to encourage industry, we are not gaining advantage of the 
specialization if we in Alberta can grow feeder steers 
cheaper and better than the people in Ontario and the 
people in Ontario can grow fodder to fasten those steers 
then we want to have the advantage of specialization from 
Ontario to Alberta, On the basis of artificially high 
transport costs that situation is burdened. In connection 
with the feeder steers, I am not sure that the economics 


are such as to justify a movement to Ontario but I use tha 


as an example. 


ot cvvtae ow a 23 


0 


J 


Le aia oir te 
ae ; thes et 7 : ‘ me ‘ 


| ea on 
ce, sy We eaha! to sept adie “Jatase = tb Sq tse a 
me : ou im "re oatIs Tired awodaws ' mmotel ttew on? ‘aed ste 
f a , “isvitaiss ef TWavhal dove » Sedat no Lieto 
ar Mar >) es | 
bbe Pi te exsetnrvbs sid niey of 14 sw it tasda vated 
. ee 


4 
Bete bRe ed etgivasd eter deigtsat atioore to vinta 
oiuomegs sdf dade oxliaees of List yedauset so 


fonolitea tue meuigee Ulm méo abenaD to wots tna dl + 


| 


« 
_ ia 
a Bs ites of 


pe? Sem? .Sntoq Jad? slew ot enti Brooke t 


> 


t€ _ is 
Satomi 


dati «¢ begetsjeme sated yrtduba® fear te fee 


Sty 


n gasxsAa orie étaeee viteenpert oof to 48u lates 
| as PAW? . 1 5 P aertir * 
ia “SMOSST Siw Lo Sevet & esvioval yilavep edess Progam 


{° f= 
aie od 
odqF of Has aol dasifabooge mo Bbeead sd var aigao 09 tx 


Moe F) 
baey ea adson tYogans<? data 4 Vilelortleas aes tne ; 

Me — 

ald to egatasvbhs gainiay tom ets ow (yedepbal coerwobne 6 | 


' ai 


etoots sobeet wory wet stesdlA at ow te motes Catoan 


‘ect bra oleeiad wr siqeeg ontd asad xed ed bas xoaae 


emeda seoth ated eo? udhok worry 


now? molastieiseqs ‘to egatnevbs oid 


ce aa 


> ee we cataaa aa? 29 


otuatnd at st 


ANGUS, STONEHOUSE & CO. LTD. 16507 
TORONTO, ONTARIO 


The second type of industry is one that utilizes 
the native skills and resources of Alberta and places 
products on the national or world market, This type of 
industry depends for its survival upon being able to 
compete with similar products from other areas and it is 
far more important relatively and absolutely than the 
first type mentioned, Both transportation technology and 
transportation price policy are tremendously important to 
this kind of industry. 

We think that is the type of industry that should 
be encouraged, But a possible example is the Petro Chemica 
Industry where there must be great capital investments, Th 
Canadian Petro-Chemical in Edmonton have a capital investme 
of $85 million dollars and they are serving a world market, 
not a Canadian market and not an Alberta market, They mst 
have the best possible transportation to enable them to 
compete with like companies situated on the Gulf Coast of 
the United States where they have cheap transportation. 

We have some advantages in the Prairies but these advantage 
might easily be outweighed by the disadvantages of location 
All I am suggesting is for the long run benefit of the 
economy we should do everything we can to encourage the 
type of industry which based upon this ability to compete 
ill give us a share of Canadian markets and world markets. 
To retreat to encouraging “te industry haspd upon 
arificigl restraint is, we think, quite wreng. 

The introduction of pipelines is probably the 
most significant technological advamce to affect the 


general industrial development of Alberta within the past 
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25 years. The raw materials for what is generally 
described as the petro-chemical industry uses these raw 
materials at all, is first dependent upén the absolute 
cost of the products which can be made from these 
materials, Whether the products are processed in Alberta 
or taken from Alberta as raw materials and processed 
elsewhere is largely a matter relative costs in which 
transportation is an important factor, For example, 
propane and butane (liquefied petroleum gases) are 
primary raw materials in petro-chemical To and — 
both can be obtained in Alberta, Alternately, these 
same raw materials can be shipped via pipeline to 
consuming centers and there employed in the petro- 
chemical industry. Another possibility is that crude 
oil itself can provide these basic materials in the form 
of liquefied refinery gases after it has been partially 
processed in a refinery. The extent to which petro- 
chemical development will take place in Alberta mist 
therefore depend upon the cost of these raw materials at 
either the producing or the consuming center. The 
absolute cost of transportation as well as the relative 
cost of tRansportation, after allowance for the 
conversion rates of physical product, will be a 
determining factor in the locational analysis. 

A less basic type of manufacturing industry 
which is found in Alberta looks to the importation of 
some of its raw material or semi-finished material from 
another area. Here again the location of the industry 


will be determined by relative transportation rates and 
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the volume ef finished product which must be marketed 
outside the area, Pipe making is an example of this type 
of manufacturing, 

It is obvious that where only the absolute cost 
of transportation is concerned no different principles 
apply with the manufacturing and processing industry 
than those which pertain in the case of the primary 
industries. It is purely a matter of the level at which 
the rates are established, The higher the rate level the 
less will be the volume of transportation purchased, 
measured in physical terms such as ton-miles., If 
physical conversion rates are high from raw material to 
product, the locational choice will always be at the raw 
material source, and whether the product will be 
manufactured will depend upon the ability of the 
product to absorb transportation costs to the market, 

In the area of relative costs, transportation policy 
itself will, in part, determine location. The value of 
service principle astutely applied could be used to keep 
certain areas of Canada "“hewers of wood and drawers of 
water" for decades, Failure to realize this has been one 
of the fundamental problems in connection with long and 
short haul discrimination, and long and short haul 
discrimination is but one rather obvious aspect of the 
manipulation of the freight rate structure that present 
policy makes possible. 


_(Page 16511 follows) 
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PRICE POLICY 


‘ATION 


This general discussion of the economic 
position of Alberta users of transportation services 
has endeavoured to show that all groups in the economy 
have a very important stake in the price policies which 
are pursued by the carriers, What are these policies? 

Railway prices are determined on what might be 
termed a quasi public utility basis. Under the 
jurisdiction of the Board of Transport Commissioners, 
freight rates are established by the railways. There 
are two general groups of rates; (a) competitive - i.e. 
those subject to a determination by the forces of 
competition using that word in its widest sense, and, 
(b) non-competitive + all other rates the level of which 
te, dear mined either by statute or by the application of 


an earnings formula which arbitrarily assigns a 
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proportion of overhead to each type of rate, This 
proportion is based essentially on the freight classification 
combined with an "approved" distance scale, As has been 
indicated earlier, this method of making railway freight 
rates assigns to non-competitive and non-statutory rates 
a "residual" which is that part of the overhead connected 
with railway operations not taken up by rates in the 
competitive sphere. As competition asserts itself with 
greater force in all parts of the transportation economy 
the non-competitive sector assumes an ever increasing 
proportion of total overhead, It is correct to say that 
under present circumstances there exists no valid measure 
of the appropriateness of the size of the residual that 
must be absorbed by the non-competitive sector, Public 
utility control fails where such control denies the 
applicability of external tests of reasonableness and this 
is the present situation with respect to railway freight 
rates, 

In other words, what I am saying is where you 
have the public utility deprived of control. By that I 
mean a control which is directed primarily to limitation 
on maximum earnings of the utility. Then.they tell me 
you get equity as between various users only to the 
extent that they contribute and are a part of the control 
mechanism, Here with the railway, you, by force of 
circumstances, exempt whole ‘broad ‘areas a€nd it is shown 
very well in the Canadian National-Canadian Pacific 


exhibit that we show Table 5, Part 1 and.2 whereby you 


see there are by force of circumstances substantial block 
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of the traffic which just cannot be touched in connection 
with the general increase. An outcome of this is not to 
say that they do not pay some of the increase because the 
do when there is an increase in international traffic, 
However, but by and large it is my belief that we are 
attempting to control on a public utility basis an 
operation that excludes a large and significant part of 
the total traffic and total revenue that you are leaving 
the balance, the non-competitive sector and more properly 
that sector which you can control with a residual. The 
residual is simple calculation, As to how much we can 

get from here, what do we need to make up the difference 
and it is, as I say, a fairly simple arithmetic calculations 
That is what is meant by the non-competitive sector. This 
to our view is not @ reasonable basis for doing it because 
there is no external or or objective tests of the extent 
to which this procedure results in fair rate to the non- 
competitive sector. It is not a iene ellis of course, in 
which you get such an overwhelming operation your whole 
freight rate picture excluded from the observation of 

the control procedure, In many respects it can be 
compared to the kind of situation that we have in Alberta 
with the control of fluid milk price. In this case you 
cannot look at the ice cream side of the business when 
you are sorting out the control and this introduces 
certain arbitrariness in the allocation of overheads 
between the controlled and the non-controlled, The 


situation in Alberta with having to do with milk control 
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is far simpler than this one because at least you are 
making an allocation as between the controlled and non- 
controlled. Here, you are simply accepting almost a lump 
sum residual and their saying "That is what we have to 
cover" by reference to the non-competitive sector, 

COMMISSIONER MANN: For my own education, ysing 
your example of a controlled fluid milk in Alberta, in thi 
particular case this board that is responsible for setting 
the rates , to.they allaw a departate. Pro the ‘rate once. 
it is set. Pretty obviously it is a maximum rate but can 
you cut under that maximum rate or is it a mandatory price 
to be charged. 

THE WITNESS: My understanding is it is a 
maximum rate and it can be reduced. Now, there has been 
a long hearing on that. I am basing it on the fact that 
they set a maximum for home delivery but there is a 
differential for stores and that differential is not 
established by the board explicitly. Mr. Platt certainly 
knows that situation better than I do but that is my 
understanding and I would be pleased to check it. 

COMMISSIONER MANN: -I can check it with Mr. 
Platt, thank you. 

MR, FRAWLEY: If you feel the situation of 
milk control in Alberta is important I am very glad to 
go into it. I have the distinction of having been asked 
by the Alberta Government in 1923 to go abroad which meant] 
as far as Winnipeg to investigate the milk control situatipn 


in the province of Manitoba who had had it first of all in 


Canada. As a result of a recommendation made by me and 


bir ‘ . _— rs ies 
a tna andigeonn | shania: ots way mitceeal “sors kaa 19.9 


9 ‘pyad. ow Pasin el tea?" netme xt odd ie: fasbtecnn ao 


as, Se Pe) aii 
he) ‘fiat ose sv.td.Lenqmo sass q aril ot ininaasel vd" 
te i ; MVE, ve 


a anced aarteosbe wo Yr sof «KAM sieseteainar tnt tnt 


= ci a 


a8 tal - 


iaiahtanek gad naen at Hitw Biel) belioqgdaos-s« 32 ‘otqmaxe “nt 
_fsnctae ‘en wor oldlenoqent ag tad bised aid? sass na tbotéas 


SOG ee ents ice iene 7 wofie reid, dt, x betes nt 


: ey Ws 4 “A + « . eno a P : ; 
Sf mes tard ofa auctzaw #@ 82 #f ylopeaivde (eieqT tee ab £ 
Vie, A vs af = at 
mt 1 Yxetsinan «ti = S otae went fxam vade soba tire iG fod 
*, P a re © 
hegxretio sid. ot: 


© 
Pe 
uP 
pe} 
e 
" 
xs, 
% 
> 4 


et 


-~ 5 ca ° he ft wt ~ Ce d . a ; He 
Bal Ot 62 pabbostexebas aM ceoewPtw gee hy 


~ e464 


yee! “ft 3 j t E 
t fe wg a £ Pi = i a. ’ Five: -~-> ls ° "Wee | = ” ss 5 > 
eed BSd ered? .wot «beonhes od mao abs stax feared 


j 
| 
- A tt ‘ - weir ant tf waked — a om . oa 
| Jasté vost eet 3 I gateed wa 3 tads ro suiabias anol 2 
f 
/ 
i 


: a > mec af i an aa A c. e « 
@ ef eter bse reyliob. een wt m sm 2 dea cone | 
% 6a a] hal 


don ai tetipenetith @64% baa esexova sot ishiaezettLp | "e 


Cialstteo s3ef% ah wyitlobiqxne barged ont td betel idetay’ 


. ete ae 
——— oe ae oe eee ee ee : é : ie ae 
Va ef tae iif ab I mode vetded aottertie wade award | 
) Paa ry af - in A ‘i > eo 
eed < AMUSO Od Yeas) | eo Tiyoa i ora uatbnstexobaw’ Igy 
- a A 

Yu ASO STKMOD 


‘29: molegod t 2 


od Reds “sev we X Past ton + ad atredrn mt Jortneo tte a 
aad 


g _ah - P _ ere “3 


“pease: anivad Io motvant ai eat eval 


a vce haon ia - of 5 


san 


we a ry 


ANGUS, STONEHOUSE & CO. LTD. 16515 
TORONTO, ONTARIO 


my co-committee men, the provincial dairy inspector, 

. the production marketing of milk was put under 
that in 1923. I think since that time it has being going 
along with success, 

COMMISSIONER MANN: I certainly do not want to 
raise matters on the distribution of milk: aé@heme Fo the 
level of{¥veight rate structure but what I was reise 
find out is iia there is a distinction to be made 
in public utility control but in as much as it authorizes 
a maximum rate or in as much as it declares a icine 
rate, 

MR, FRAWLEY: In other words, was it a fixed 
ee Speaking of milk I observe my friend Mr, cei 
rising and I might say that the province of British 
Columbia contributed to the litigation end of it. 

MR, CUMMING: Mr. Frawley apparently generated 
the idea that a cow is a public utility and we struggled 
with that one quite -a long time. 

MR, SINCLAIR: That Royal Commission in 
Winnipeg was successful from the standpoint .-@@¢ the 
people who appeared before them, 

MR, FRAWLEY: From the standpoint of the bar, 

THE WITNESS: Turning specifically to the 
Alberta situation it is obvious that under present 
policy the absolute level of freight rates is determined 
by an accounting method that thrusts upon most Alberta 
shippers and receivers of freight a residual cost figure. 


In these circumstances, the only relief from higher and 
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and higher freight rates is to be found in lower costs, 
(through improved technology, competition, or more 
efficient operations), or in some system. which restricts 
the size of the residual cost, or alternately has 
Someone else pay it. Attempts to restrict the size of 
the residual cost are probably fore-doomed to failure 
because of the continued pressure on transportation agenciles 
from competition and internal cost increases which 
effectively negate the possible advantages to the 
shippers of technological improvements, What I am saying 
is, as I read the story the advantages have been going to 
the labour force and not to the shippers, I think that i 
a fair statement. This realization inevitably forces mos 
analysts to seek the third alternative, namely a Government 
subsidy. 

The relative level of freight rates which are 
now determined by the transportation characteristics of 
the commodity, the degree of competition, and the 
bargaining ability of the shipper are probably in the 
long run more important to Alberta than to any area in 
Canada because the economy of Alberta is undergoing such 
significant changes. The problem of relative rates is 
well illustrated by the long and short haul discriminatio 
that has been such a prominent part of the railway freight rate 
structure in Western Canada for many years. I> probably 
should say in Alberta, The report of the Royal Commissio 


on Transportation summed up the position of Alberta when 
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"It is really the size of this 

disparity in dollars and cents per 

100 pounds, in the instances mentioned, 

that is the cause of the complaints; if 

the difference were only a few cents per 

100 pounds the disparity would scarcely 

be noticed, It seems difficult at first 

to understand why a rate on canned 

vegetables from Toronto to Calgary 

should be $2.65 per 100 pounds when the 

rate on the same article to Vancouver is 

$1.40 per 100 pounds. 

For many years the extreme anomalies 

ereated by transcontinental rates have 

been a sore point in the Province of 

Alberta, particularly in Calgary and 

Edmonton which pay the highest inter- 

mediate rate of any distributing point 

short of Vancouver." Report of the 

Royal Commission on Transportation (1951) 

page 99. 

As competition has spread within Western 
Canada and indeed throughout Canada the type of anomaly 
illustrated by long and short haul discrimination has 
tended to become more obvious. This has taken place 
despite the attempts which have been made to "equalize" 
freight rates in various areas. 


The price policies pursued by highway carriers 
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show a great variability throughout Canada. In Alberta 
where no control is exercised by a regulatory tribunal, 
highway freight rates tend to be established on a pure 
cost basis except in the case of some gravel hauls where 
the Provincial Government imposes an arbitrary schedule 


of rates for the use of its contractors. 
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In Saskatchewan, on the other hand, a highway traffic 
board issues certificates of convenience and 

necessity and prescribes rate schedules which our 
study indicates are designed on the basis of railway 
tariffs. It is quite natural to have highway carriers 
and regularoty boards adopt railway tariffs as a guide 
to their own rate making practices because it is in- 
variably assumed the highway carrier must "compete" 
with the railway. It is submitted that even in juris- 
dictions where the most thorough-going rate control 
over highway carriers has been practised the result 

has not been to fashion a pattern of transportation 
control that makes economic sense, as witness the 
experience in the United States. 

The rate control which is exercised with 
respect to water carriers and air carriers is not of 
immediate concern to western Canada and will not be 
discussed in this paper. 

I suggest to the Commission, sir, that the 
experience in the United States with respect to the 
control of highway transport is that you first of all 
get a demand by the railways to control the wublde 
service vehicles competing with them, and thet you get 
contract carriers springing up, and you put in a 
measure of control on them, and then the private 
carriers, and if you carry the control — 
its logical conclusion you must end up by saying to the 
individual owner of trucks, be he a trucker or business 


man in which trucking is incidental, "You can't use 
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(Frawley ) 
1 
2 your truck for a haul more than this many miles in 
3 this direction between these hours of the day," and so 
4 on, Maybe Mr, Fairweather for the C.N.R., when he 
5 brought forward, as I understood it, a proposal that 


6 there should be a limitation within the economic range 

7 of highway transport -- I think probably Mr. Fairweather 
8 was pretty close to the proposition that is logically to 
9 be accepted if you are going to control highway trans- 
10 port to the point where your control is really effective 
11 ace See is why I have no hesitation in rejecting that 
12 kind of proposal because I don't think it makes economic 
13 sense, 

14 What should happen if you are going to pursue 
15 it that far is, you should socialize the whole trans- 

16 portation mechanism and then you do away with 


17 multiplicity of managers and the difficulties of im- 


18 posing on a managerial control an administrative control 
19 There again I have no hesitation in saying I think 


20 that would be a sad day for Canada, but logically, at 


21 least, that is where this control mechanism leads. 

COMMISSIONER ANSCOMB: In other words, you 
are against socializing it? 

THE WITNESS: I think it would be a catas- 
trophe for the people of Canada, and particularly for 
the people of Alberta. 

In summary, the price policies pursued by 
present highway and railway rate procedures seek to 
assure just and reasonable rates to the consumer or 


user by the combined use of competition and a quasi 


Te 
ro. 


Ae ° “4 an 
oye rad oa i. 

| td! mslid ox si tall bate 

aa JE 5) See bing e Ces ae 
on baa ent ont te owed eat ed ot 


a 


= “fb 


Py 3 art ae ry ee 


ww 7 
- 


tg a\ 


| if 
ae me ee 4,0 Said tot enema vet ony 
ne RAE ate ah : f cir 
Fall aay & oe Boasenehaw f Bs. ironap 
LF: * ui if 


: pie. ob goose end: stats grants etimhs * od bLuode 8th 


| mow ‘agi tat <M Sige, AniAd Low tsouansnd senate 
ie ; Ry ey. 7 
Ri of “ikaekaot ei vats noliteegoug edz of solo: ying 66 


ul : MM 


anne wsuigin Joxtsee oF gates ete: WO wh beageoons Cd le 


Det 


Lave: i Lainie vila 


° 
me 
ae 

* 


Lorsaos wwoy ote stw tntog only: of “d10 oh 
Ae 


_ a 


+00 ents ISie% al soltarsesgd of eyed J yew at a | 
ou ee >i 


4 
“ 
at 


ee 


4 - A ; : #,' ae Se : ps 
oimosoes “sHam 3h waist 2*ppkh I seueoed.. fseogotg. 10" aa ia fe 


= a 


te. 
a. 
CNB NG OF yailog wae voy tL aegeaad higsoda, tage Sy 


LF 
? 
‘ 


~ ata Slam ont ssllaioos! hivode yey: at BD: rack rae 
, yy veal ae PA 


nes ahd 


iiiw vswa' ob Loy ceeds baa oninedoe site noteasneg 


rT | h 5 f r ie Oe A +e ’ : p 
~ ik if eeldiyoltr ib emt: bia eres am ‘to: vstotigné 
} ‘ Fa 7 
i J on @y bet ey te Per tere eS Viena! takin) Pie ad j ae 
» eS “THOS OV ive Toes fiji BP = Cie LOT < AN Ww LBs tad amare np ‘* Ko. pak 
pte 
awniin? T golyew mt. nolistived og 01 ved I tags erent iD 


JS .«Vifsolgol ged .shewsd 402 yet bess od ‘acl sent 


Sbsol mel nasty om sOtINGS salud Br 5chw at tad) etaser | 

‘ey vy 

OY ,abyraw. tendo oi THMOORMA inated suet a, Wy ay a : 
. nee, — 

me ) Rat suntwvt kat yie dantanatens / 
Ty, 


| [ 
i 


; ; ner 7 4 & 
10% Ylssluostang ora, | AbSNED te: ut ad ey me, . 


. : bs . ih mA 
) ‘ AT J + | 
“4 ; CO atl 4 } ”y ’ 
cade A + : eqgoeds 8 86it 
ee cece td iS 
a 7 ’ ; \ 
; « 


: es hie 
le ae ‘Ve 


~~ 


astao 8 8d bluew Yb city 7 12eaat 


yi 


ANGUS, STONEHOUSE & CO. LTD. Harries, dir 16521 
TORONTO, ONTARIO 
(Frawley ) 


public utility control of the carriers. There can be 
no doubt that this system, while adequate during the 
years when railway transportation was virtually the 
only type of long distance land carriage, is not under 
present circumstances adequate and indeed it is 
perfectly obvious that the continued use of the system 
will result in anomalies and inequities on an ever 
growing scale, In western Canada, whose: economic 
future is inextricably associated with land transport 
the continued pursuit of present policies could be 
disastrous. 

THE CHAIRMAN: I think we are particularly 
interested in the next section. We are looking for 
new approaches. 

MR, FRAWLEY: We didn't come being purely 
destructively critical, but constructively critical. 
We lead, others follows. 

THE WITNESS: Vila A New Approach to 
Railway Price Policy. 

During recent years much discussion of the 
"railway problem" has been devoted to an examination 
of the proposition that railway price policy which 
traditionally relied upon the "value of service" 
principle was by force of competition going to shift 
more and more to the "cost of service" principle. Only 
by accepting this shift would it be possible, so it 
was suggested, for the railways to effectively realize 
their full potential as the most efficient long 


distance land carriers available. The examination 
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ANGUS, STONEHOUSE & CO. LTD. Harries, dir 16522 
TORONTO, ONTARIO (Frawley ) 


takes many forms and the arguments deal with many facets 
of policy and price but as a generalization certain 
conclusions emerge. These are: 

(a) Low valued, low rated commodities should 
in the future carry a greater share of 
overhead or fixed costs, 

(b) Highway transport which skims the "cream 
of the traffic" from the railways should 
be regulated for its own protection (due 
to ease of entry) and for the protection 
of the railways. 

(c) Geographic areas dependent on rail transport 
should in addition to the nominal protection 
of rate regulation receive subsidies where 
necessary to prevent their rates from 
becoming "too high". 

You can always define "too high" fairly easily: it 
means what you are paying today, and anything higher, 
of course, is right out of line. I think that is 
a fair definition of the way most of us use that term, 
It is the way I use it in many instances. 
MR, SINCLAIR: That is a subjective test? 
THE WITNESS: That 1s correct, sir. 

(da) The railways should be freed from the 
"crippling restrictions” now limiting their ability to 
meet competition. 

MR. FRAWLEY: Q. And the words "crippling 
restrictions" are in quotation marks, indicating they 


are the words used by others. 
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RG (e) Railway services carried onin 

the "national interest" at a.loss should 

be paid for by all the people and not just 

some of the users of railway service. 

Stimulated by all or some of these 

conclusions various writers, some of whom have appeared 
before this Commission, have advanced proposals for 
"new" price policies, or the modification of existing 
ones. These proposals range all the way from the 
application of a strict "cost of service" principle to 
the advocacy of bigger and better and more extensive 
control of all transport services, coupled, of course, 
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From a deel Gal Sendnaweint we cannot agree 
with those who would enlarge the scope of the Board 
of Transport Commissioners present functions nor can 
we accept the proposal that the adoption of a cost of 
service standard would of itself solve the railway 
problem, Indeed, we conclude that the prolification of 
control even if done under the guise of seeking the 
true cost relationships in transportation would 
simply add to overhead and fail to meet the problem 
that faces Canada. The problem is this: How can 
we as a nation obtain the most economic use of our trans 
portation resources and at the same time assure 
equitable treatment to those who provide and those 
who use those resources? 

Over the years there has grown up about 


the transportation industry a body of theory that has 
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had the effect of removing transportation economics 
from the area of normal business discussion, It has 
been treated as a "special" case, Even in our 
universities we are appointing professors of trans- 
portation as though it was something quite different 
from the fellow who deals with brewery economics. 
There are sound historic reasons for this particularly 
in Canada where national policy has used the railways 
as one of its chosen instruments but a continued 
reliance upon historical analysis and comparison may 
well blind us to the facts of the current situation. 
As a general proposition Canadian economic policy 
accepts the principle that economic efficiency can best 
be obtained by creating an atmosphere wherein price 
competition and personal or corporate initiative 
combine to use resources and services, Many necessary 
restraints have, of course, been placgd on laissez faire 
but only where Parliament has decided that such re- 
straints are required to make the system work or to 
make business practice conform to a desirable social 
or economic policy, established by the government. 

Is there still a need to treat transportation 
policy as a "special case" in Canada? The answer 
is no} The extent to which competition now flourishes 
in the transportation industry leads to the con- 
clusion that transportation is not now a special case 
and current policies should be amended to reflect 
these changed circumstances. Competition can take 


the place of regulation and indeed has taken the place 
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of regulation in controlling rates in all but a minor 
part of the rate structure, namely the non-competitive 
sector. It is this minor part of the rate structure 
that still needs the "protection" of regulation but 

it is precisely this section which under today's 
circumstances does not pweceive it. Instead of pro- 
tection against unreasonable rates this minor part of 
the rate structure is today used as a means of giving 
the railways what the Board of Transport Commissioners 
deems to be reasonable total earnings. (See for 
example Table 5 of this brief). In other words, there 
are now no provisions for giving the non-competitive 
sectors of the rate structure protection against 
unreasonable rates until the railways have earned what 
the Board permits. 

I would like to emphasize that I am perfectly 
aware the railways have not in many instances earned 
what the Board permits, but I am saying that is the 
mechanism and that is how the thing is meant to function 

What can take the place of competition in 
determining the price of transportation services in the 
non-competitive sector of the transportation economy? 

I would like to refer to Table 5: there 
you see that all other freight traffic is going to 
bear roughly three-quarters of the increase, and this 
as a percentage of the total, all other freight 


traffic, is 35 per cent. 


Q- That is in the case of the Canadian 
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BY Yes. 

Q. And in the case of the yardstick 
company -- the Canadian Pacific -- it is... ? 

Ae Onee again about 75, all other freight 
traffic, and 32 per cent --- 

Q Of the revenue? 

A. o «+ sS0f the’ revenue; That is the 
segment that I think this control problem is concerned 
with. 

A general system of rate control obviously 
fails because it burdens the shipper with a cost residual 
that may or may not be reasonable and in any case it 
gets more and more out of line with the passage of time. 
It is submitted that the answer to this question can 
be found by the application of the same theory used by 
the Royal condiiand on on Transportation (1951) in 
dealing with the problem of transcontinental competitiv 
rates. The Royal Commission recommended that the 
disparity between competitive and non-competitive rates 
of a similar type should be limited by statute. This 
is a proposal that is at once practical and meets 
the theoretical tests of economic efficiency. Carrier 
should be free to establish their own scale of charges 
for the movement of goods. Competition will assure 
just and reasonable rates where competition exists and 
where competition does not exist the rates should be 
related to those applying in the face of competition. 
The carriers will not set rates below their variable 


costs because it is not in their interest to do so. 
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The upper limit to permissive charges can be determined 
by a simple formula established by statute; What 
would be the formula? 

Many statistical calculations have been 
made which relate variable costs to total costs. The 
most recent example: is to be found in the cost studies 
prepared by the railways on the movement of export 
grain. Without the necessity of getting into a 
discussion of the merits of this particular study it 
il be accepted that the study shows constant costs 


varying from approximately 15 per cent to nearly 25 


per cent of total costs. (Memorandum in respect of (a) 
Method Used to Develop the Cost of Handling Grain 
Traffic Moving at Statutory and Related Rates, and 

(b) Results of Cost Study, by Ford K. Edwards. ) 

Other studies have shown that on an overall basis con- 
stant costs may be as high as 50 per cent of variable 
costs. We would propose that the upper limit to 
permissive charges for the movement of goods inCanada 
be established by statute at not more than the lowest 
competitive rate published for the same or similar 
traffic plus 40 per cent. It will be realized thee ® 
the figure of 40 per cent is arbitrarily selected and 
should certainly be subject to a rigorous statistical 
test by the staff of this Commission or the Board of 
Transport Commissioners to make certain that it repre- 
sents a reasonable maximum in line with actual cost 
experience. It should never be reviewed in the basis 


of the financial results of its application because such 
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a determination would under this new system of regula- 
tion be deemed irrelevant. What is proposed is that 
the railways be free to operate their business in the 
same way as the other major businesses of Canada operate 
but subject to one requirement as to maximum rates, 

Such a requirement is made necessary because of the 
monopoly element still remaining in a segment of 

their business, 

The practical operations of a system of maxi 
mum rates as herein proposed would not present any 
especially difficult problems, As has been indicated 
most of the rates used by railway shippers would be 

determined as they are now determined namely by a 
process of bargaining between the carrier and the 
shipper or a group of shippers. The result of these 
negotiations would establish the general competitive 
level of rates. Rates in areas where the alternate 
means of transport to railway transport were non- 
existent or poorly developed would be set by the 
railway at what the railway deemed satisfactory 
levels subject to the provision that the rates be 
not higher than 40 per cent above the rates for the 
same or similar products in any other area. Such a 
ystem of rate making would be essentially cost 
oriented but would not deny the value of service 
principle as one factor in rate degermination. The 
pure monopoly element in railway pricing would dis- 

.. appear as in fact it has largely disappeared today. 


The multiple functions that the Board of 
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Transport Commissioners exercises today in respect to 
the rate structure would disappear. The Board would 
have one major rate activity -- namely determining the 
justness and reasonableness of a rate by reference to 
its relation to other rates freely established by the 
railways to move the same or similar goods in Canada, 
The Board would act only on complaint and as is the 
case today with competitive and commodity rates, would 
not be required to approve rates ordinarily SubT Suhel 
by the railways. 

Highway transport would fit into the suggeste 
scheme of railway rate regulation in exactly the same 
way as it fits into the Alberta transportation situation 
today. Highway carriers would not be regulated 
and would be free to offer their services to the 
public at such prices as could be agreed upon between 
the carrier and the shipper. Where the railways 
decided that articular service was unprofitable and 
should be abandoned they would abandon it. Lr on 
their business judgment a highway service should be 
substituted they could be expected to provide that 
highway service. Once again, on the basis of their 
own analysis of the situation. . The operation of 
Canada's railways would be in the hands of railway 
management. Subsidies of a non-specific nature 
could be withdrawn. If, in the wisdom of the federal 
government certain areas required economic assistance 


such assistance would be rendered directly to the areas 
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and groups concerned and not by tampering with the 


transportation price system. 


---Luncheon adjournment. 
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THE CHAIRMAN: Order, please. 

MR, FRAWLEY, Q: Mrs Harries,you had 
reached the conclusion of your second brief? 

A. Yes, sir, 

Q. And will you now proceed to complete 
putting it into evidence? 

A. VIII. Conclusions and summary. It 
is our respectful submission, sir, that this Royal 
Commission can find within its terms of reference 
authority to recommend to the government the adoption 
of a system of freight rate regulation which will 
abolish the anomalies and contradictions to be found 
in the present methods used as a consequence of 
regulations under the Railway Act and the Yransport Act. 
It might appear that to alter these present procedures 
will involve a very radical departure and many sweeping 
changes, This is not the case, - A new approach 
to transportation pricing requires only that what is 
in fact happening in much of the rate structure today 
be given explicit recognition and be used as a device 
to control the monopolistic elements still remaining 
in the transportation system. The alternative to this 
acceptance is a policy of rigorous control that has as 
its logical conclusion the nationalization of 
transportation in Canada. 

History, and more particularly the history 
of the past ten years, has shown that our present 
system of rate regulation is progressively less 


effective in assuring just and reasonable rates to some 


olatuaio of “becaorg wom Bor LEEW toh 8 

“reonove cant at 

vr evans Bea anoteyionod .IIEV, at) 
feyot ald? dads its motaaidue f ’ 


Tite di - 


sonsr9ie% Bi snrses ast abet bw! ‘batt PAS 
batt ; ol on 
polegebe ea? Jaomrsvon set of fsmmover 09 ydxor Ye 7 


ae 

; Lite dokdw nokteiugen otan digtenrt te aseaye who |, ; 

| Deo ed of enotéolbertnos bas nellamons ont riatiods Be e 

Best s 

| fo #omeupeenoo 2 BA on abodiom dnsecig edit an: ; 
re 

| 

) 

) 

| 

| 

. 

. 

| 

. 

| 

| 


JoA suOgasion 7 sat bee oa ‘vowed out sobay ae 

Beisbesorg insaenq opens notte os saris “neage sigta sr 

ge qoowe yoam bes SinTIsged fsolbst ik s exlovat: aie 
aigsorqqgs wer A, eas. snd jon at she? ‘esgnads: 4 
at tenfw gent yino por buper gototiq aoitedrogamats of 


yshod pilots ejasx oid to fioum mt gatasggsd ton ar 


solveh £ as beau sd bes noléingooss dioltiqxe nevig od 


a 


gatntemey Ifite ainemels eljutfoqonom sad foninoe 3 4 7 


aldt O¢ dvivanrstis esT .motveye noltsatiogensid ortd of 


— 


zane P aie ae ei 


as oe test content suomoghs to yatlog s et sotint geno « 


> 


to not deat tanosian eit ao tewSono® Leotgot ae 
«SDaKRD ME mol? 
vroda ts ond ‘eireliioséeag oom has wrodere 


ah aoe) 3 


aeet Viaennenrayng at nananteate: & 
nce os aust sidemonact has Jap oer 


tneac7g tuo test nwode end asaoy and 


“s 


ANGUS, oe LTD. Harries, in-chief, 16532 
(Frawley ) 


of the shippers of Canada, At the same time it is not 
giving equitable treatment to Canada's railways. The 
proposal outlined in this study has as its objective 
the determination of maximum rates which protect the 
non-competitive areas and shippers of eee against 
monopolistic exploitation while at the same time 
preserving the important essentials of competitive 
pricing for the major part of the economy. Such a 
system if adopted would place the burden of efficiently 
operating Canada's railways on railway management. It 
would in no way stifieé ¢ompetition from other ies 
of carriers and would encourage the best and most 
efficient ae of all our transportation resources. 
Freight rate control was originally applied 
to Canada's railways to get away from the disruptive 
effects of competition in one area and monopolistic 
pricing in another, Too often emphasis has been 
placed only on the second aspect of the problem. 
Previously it was usually intra-carrier competition that 
caused the trouble, Today it is inter-carrier 
competition, but the consequences to the shipper in 
the non-competitive area are the same. Competition, 
and the railways right to meet it, was recognized in the 
first Railway Act and was deemed to be of benefit to all 
shippers because of the impact of volume on railway 
costs. As long as the "uncontrolled" or competitive 
segment of railway traffic was relatively small there 
was little difficulty. Tests of reasonableness such 


as those which are currently applied were designed to 
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meet this situation but are totally inadequate today. 

The procedure advanced in this brief can be 
illustrated by reference to several practical rate 
situations drawn from current tariffs, For example, 
the rate on gingerale from Edmonton to Calgary is 23 
cents per 100 lbs. on a minimum of 40,000 lbs. (C.P.W. 
975, Item 2461). There is also a rate on gingerale 
from Winnipeg to Dryden, Ontario of 49 cents per 100 
lbs. on the same minimum (C.P.W. 975, Item 1640). In 
both these cases the mileage is approximately 200, 
(actually 194.1 and 208.6 respectively). 

Applying the test of reasonableness suggested 
in this paper it would be assumed that the Edmonton- 
Calgary rate returned more than the variable cost of 
the movement and that this rate should properly provide 
the measure of reasonableness of the Winnipeg-Dryden 
rate, The latter rate could not be more than 140 
per cent of the former or in absolute terms it should 
be reduced from 49 cents to a maximum of 33 cents, 

There is presently a rate on asphalt from 
Lloydminster to east Edmonton of 23 cents per 100 lbs. 
hoot .G. {AC} 546). There is also a mileage 
commodity scale of rates applicable between stations in 
western Canada. The mileage commodity scale would 
produce a rate of 45 cents per 100 ibs. for a similar 
mileage. Applying our suggested test of reasonable- 
ness to this latter rate scale would produce a maximum 
commodity charge on asphalt for hauls in western Canada 


of 170 miles of 32 cents per 100 lbs. 
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On propane movements in Canada there are 
a number of special rates. C.T.C. (AC) 796 applies 
from Clarkson, Ontario and cther points to a number of 
market areas in the province of Ontario. .T.C. (AC) 
168 applies from 20 points in Alberta, Saskatchewan 
and Manitoba to points in those provinces, The rate 
for 150 miles under C.T.C. (AC) 796 is 29 cents per 
100 lbs. while the rate for the same distance under 
C.T.C. (AC) 168 is 48 cents, The latter rate is not 
reasonable by comparison with the former and if the 
proposals suggested in this paper were adopted the 48 
cent rate would become 41 cents, 

I just may say with respect to these 
examples there is no reason why the railways would 
necessarily reduce the high rate to meet the low one 
if in their opinion the low rate could be increased, 

The whole point is that these are examples 
and they show that given the existing rates there 
would be an automatic reduction, but should -- 

COMMISSIONER ANSCOMB: Could I just ask a 
question? 

Supposing in all your assumptions all the 
high ones were found to be reasonable and all the low 
ones had to go up? 

THE WITNESS: This would be a matter for 
determination by the railways: if they felt that the 
low ones were too low, well then, by all means they 


could raise them, and there would be no change in the 


high rates. 
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COMMISSIONER ANSCOMB: And no out ery? 

THE WITNESS: No, sir, There would be no 
justification for an outcry because these competitive 
rates that we are talking about are supposed to be not 
lower than necessary to meet the competition and more 
than the variable cost. And if that is the case, 
well then, there would be an adjustment between the 
two of. them. I do not for a minute suppose that all 
of the rates would go down. I think it would be 
unfortunate in many instances if they did so. 

Discrimination in the railway freight rate 
structure is justified on economic grounds and those 
same grounds have also justified, since the start of 
regulation, a restriction on the extent of the 
discrimination, The "Public utility" type of rate 
control which we now have worked very well when only a 
small part of the rate structure was subject to the 
effects of competition. Today "public utility" control 
is not effective and should be replaced by statutory 
direction which prescribes the maximum level of rates. 
Such a statutory direction will automatically adjust 
rate levels as the economic situation of the railways and 
the shippers changes with the passage of time. Canada's 
railways are only a part, albeit an important part, of 
Canada's transportation system and they should be 
allowed to participate on their own initiative towards 
the development of sound commercial activity. 

MR. FRAWLEY, Q: Thank you, Mr. Harries. 


Will you answer the Commission counsel? 
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THE CHAIRMAN: Mr. Cumming? 
CROSS-~EXAMINATION BY MR. CUMMING: 

Q. I wuld like to deal, Dr. Harries, if 
I may, with the first brief that you read this 
morning, taking them in the order in which you 
presented them. 

On this matter generally of long and short 
haul discrimination which, as you have told us and I 
think the Commission is probably very much aware, 
is a problem that has agitated Alberta for some 
considerable time, may I ask you this: before the 
first Turgeon Commission, when Alberta was making its 
proposals on this question of long and short haul 
discrimination, and particularly the impact of 
trans-continental rates, was it in your province's 
contemplation that the umbrella of the one and one- 
third rule would bring down rates in Alberta, or 
would have the reverse effect, or a simpler effect 
of bringing up the so-called trans-continental rates? 

Ae We thought that on-balance, sir, the 

rates to intermediate points would be decreased. We 
always admitted that there would be particular 
instances in which the rates to the coast would be 
increased. 

Q. What I am getting at, really, Dr. 
Harries, is this. What was the prime concern? Is 
it a general reduction of rates to this one and one- 
third level in Alberta, or was it a step towards an 


equalizing of the position between the Alberta and the 
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coast distributor? 


Re Basically, sir, I believe it was the 
question of equalizing the position, but I certainly 
would not want to leave you with the impression that 
the possibility of rate reductions as such was not 
thought of and considered, 

Q. I take it you were not surprised, then, 
in Alberta when after the me and one-third rule the 
principal result was the cancellation of many trans- 
continental rates rather than the reduction of rates 
into Alberta? 

A. No, we were delighted with the way the 
one and one-third rule worked out, sir. 

Q. Would it be fair to say that the 
principal benefactor is no& the Alberta consumer but 
the Alberta distributor? 

A. No, sir. It would not. As I tried 
to point out in my brief, the position of the consumer 
and. the position of the distributor are not in 
opposition; for this reason, that if the distributor 
is able to broaden his market area he can only do that 
because he has a better price at the central points. 

If he has a better price at the central point, the 
consumer of the product enjoying that better price 
will have an advantage. In other words, this assumes, 
sir, that the price which the distributor gets on 

the 5 ei Che ob his market area is determined by 
competitian and that that price flows back, less the 


transportation differential, to the consumer at the 
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core of that market area. So that, in time, you get 
a broadening of a distribution area from a particular 
point. There are benefits flowing to the consumers 
at that particular point. 

Q. Just let me understand the situation, 
You speak of the price to the distributor at the 
central point under the one and one-third rule. The 
price is going to be the cost price plus the 
transportation charge which he pays, which will be set 
on the basis of this one and one-third rule? 

A. That is right. 

Q. Well, if that does not go down, then 
how is the consumer in receipt of any advantage? 

A. He is not if there is no change in the 
distributor's costs, sir. 

Q. Precisely that? 

A. That is correct, 

Q. So then, just so that we may have the 
position clear, unless the one and one-third rule or 
some equivalent of it results in a reduction of rates 
into Alberta, rather than a lifting of rates to the 
coastal points, the only beneficiary is the distributor? 

A. That is quite right, sir, except one 
must qualify that to the extent that there is a change 
in the general rate level as the result of an improved 
revenue condition. That is a very nodes®f'qualification 

ate 
on the general statement. | 
Q. Yes, I see. Well, a 8 the 
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manner in which the railways may be said to have 
escaped its stringencies by the use of agreed charges, 
is there anything to suggest at the present time that 
with the institution of the sort of ceiling that you 
are suggesting the same approach will not be taken; 
that 1s to say, rather than reducing rates to Alberta, 
is it not reasonable to expect that the imposition 

of your recommendation would merely result in the 
cancellation of a lot of these trans-continental 
rates? 

A. There is no question, sir, bas that 
is a possibility, but I would not wish -- if my 
understanding of the facts, and this is certainly 
something in which there is factual information -- 
my understanding of the facts is that there were 
rate reductions in Alberta as a consequence of the 
one and one-third rule; that it was not -- in fact, 

I would suggest, sir, that it was not in the 
majority of cases the fact that rates to Vancouver 
were increased; and, consequently, I would on the 
basis of what I believe to be the facts, in that 
instance conclude that there would be some 
cancellations of agreed charges but that this would 
not invariably be the case, by any manner of means. 

Q. You expect on balance at the present 
time that there could be anticipated a general 
reduction of rates into Alberta under those 


limitations? 
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substantial reductions, 

Q. Under the scheme that you have, do 
you consider it necessary to have any legislative 
requirement setting a floor for transportation pricing? 

A, Pardon me? May I be sure, sir, which 
brief you are referring to? We are talking still 
about the one and one-third rule; the long and short 
haul discrimination? 

Qe ° ‘Yes’ 

A. No, I @® not think so, sir, no. 

Q. Well, I will come back to that when 
we deal with the second brief. 

On page 10 of your first submission you 
deal with this railway argument in support of long 
and short haul discrimination. You say, in effect, 
it answers itself. I take it you would concede 
that there still remains a differential which would 
be to some extent at least a tariff barrier that would 
serve to protect and to permit the development of 
local industry? 

A. Yes, sir. 

Q. It is not a complete self-cancelling 
argument, as your brief jeeaape seems to suggest? 

Be No, sir, that suggestion is not 
correct, if that is what is contained here. 

Q. Then, over on page 11 you say this: 

"Tong and short haul discrimination 
can only be justified, even on theoretical 


grounds, as a short term expedient. The 
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QD ae 
long range benefits of an equitable 


rate Suraeinees, which must be a rate 

structure virtually lacking long “and 

short haul discrimination - has a favourable 

impact on all cease of the community." 

I wonder why bow tayévaSlualiy all, Dr. 
Harries? Why do you stop at that? 

A. Well, because, sir, we are proposing 
hot that long and short haul discrimination be 
abolished, but that there be a ceiling placed on the 
extent of the long and short haul discrimination. 
Our reason for saying "virtually lacking long and 
short haul discrimination" is that long and short 
haul discrimination would be restricted to that 
measure implied by a section of the Act such as 
the one and one-third rule. 

Q. On the basis of principle why do you 
stop short of advocating parity? 

A. Well, because, sir, I personally feel 
that one cannot argue for the application of 
competitive conditions in circumstances where the 
competition is not present. But I think one can 
properly say that in those circumstances there shall 
be a limit to the differences which are of ag 

In other words, sir, to ask that there be 
no long and short haul discrimination on trans- 
continental traffic is the equivalent in my mind of 
saying that the people in a ne Paes See area are 


/ 
entitled to exactly the same rate as = people in the 
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competitive area, and this, I think, is wrong. 

On the other hand, I think it is equally 
wrong to say because there is no competition in this 
area the rates can go up to 100 per cent of the 
competitive rate, 

Q. On the other hand, if it is likely to 
result, as it may do, not in the reduction of rates 
to the level of this ceiling that you advocate, but 
the cancellation of existing competitive rates, then 
really is it not just a general interference with the 
normal forces of competition at such points as that 


competition does operate? 


as — - 
oh % | — oat Semple ee a 


7 
yee 
vet iy aie 
TRIG 399 aor es ww 03 nee nots ein oot 


io 
7 


Sars | dedane seas : 


‘< . aga m0 
\? = . * j 7 4 / : ie 
aa qui wows. ef il. , bused teito 29 90 .~ 9, 
- BS? my nw Pe oa 
. ae aedmn FLV OOOL one of. Jon. ob ¥ amt tL en, “we 
dag <O7B2 vey Fad? galitse gids %o Level 


teqmc5. gtiveatre qo Holset Leonsa oe 4 7 
<9 :} 
Streigef faeorn ay Ss 32 a fon +f 22 wi a \ 


= 


& 38 col? Lleqmeg-to weasel - 


y ay 


19qo sob gotdideqmos 


aa 4 a 
a 


ANGUS, STONEHOUSE & CO. LTD. Harries, dir 16543 
» ONTARIO (Cumming ) 


A. No sir, I do not believe that to be the 
case and if I may I would like to explain why. There 
must be limits on the extent to which there is present 
discrimination, if there are not such limits imposed 
then we get back to the case where we have no prohibition 
against even such obvious inequity as personal 
discrimination. I may pay one rate as a shipper and you 
may pay another, exactly the same point, the same 
commodity. I can justify that difficulty on @n economic 
basis because you and I may have a completely different 
set of comts facing us. If you are going to justify 
discriminagion unrestricted on a revenue basis you can 
justify a different rate for every shipper in Canada and 
the only limitation to the number of rates and the extent 
of discrimination is the ingenuity of the shippers in 
presenting cost material to the railways that would 
convince them that there is a revenue advantage. I can 
work out an example very simply to show you that. Take 
@ producer of lumber, there are different periods with 
different values, different costs in getting the material 
out and so on from a lumber berth under circumstances 
today. However, if there are two of them adjacent to 
each other that have the same rate one can close down, 

Of course, we cannot afford the cost on a revenue basis 
alone. It could be argued that the railway would be at 
an advantage to take this timber from the second operator 
at a mich lower rate than from the first operator so they 


wont lose and so they lose this revenue increment over 
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costs, This to me is not an appropriate way of 
permitting discrimination to operate because it does not 
impiy..any ceiling on it and I think that is what we mst 
seek, 

Q. I am wondering if you can explain to the 
commission this example that you give as analagous to the 
comparative situations of Alberta and British Columbia 
Since we are concerned with those two areas where there 
is competition operating im one geographical area and not 
in another. I ask you for this reason that it seems on 
the basis of the example that you give that that figure 
distinction does not exist. 

A. Well, on the basis of the example I have 
given, sir, the competition that is present in the 
example is a competition between one producer and another 
Each producer is faced with a different cost structure 
and that in many respects is what we have when we compare 
the situation in Alberta with the British Columbia on 
trans-continental hauls. There are different cost 
situations affected on these two hauls and also may be 
affecting distributors or producers that we are concerned 
with. 

Q. On the next page you comment that the 
history of long and short haul discrimination in Alberta 
indicates that there have been successive improvements 
which, I take it, you attribute to the development of 


competitive transportation facilities. Is that a fair 


way to put it? 
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A, That is certainly one of the major reasons, 
sir. 

Q. And the experience in Alberta if I 
understand the situation correctly, has been generally, 
Say in the last decade, that there has been a most marked 
improvement in alternate and competitive transportation 
facilities? 

A, Oh yes, the railways themselves through 
their truck service have helped to bring that about, 

Q. Do you not feel there is any hope at all 
that the continued operation and the continued improvement 
in that respect will alleviate the situation in Alberta 
sufficiently without the imposition of any element of 
rigidity in the freight rate structure, 

A, I do not think so, sir. We have in the 
trucking industry seen some remarkable changes in the 
size of load that may be carried and the specialization, 
the degree of specialization of equipment and so on, 
However, I do not think it can come to the point that it 
would remove long and short haul discrimination. Railways 
are basically the lowest cost carrier of bulk goods for 
long hauls and having that fact in mind I would assume 

it quite proper to conclude that the railway could always 
have an advantage over the trucks at least in that area, 
In that area at least we might expect the maintenance of 
long and short haul discrimination if we relied on trucks 
transport only to alleviate the situation. 


Q. So the area of difficulty you can expect 
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Will narrow but will not be eliminated completely with 
the development of alternate modes of transportation. 

A, I will agree with that. 

Q. You point out at Page 18 that since’ the 
report of the Royal Commission on Agreed Charges there 
has been a reduction in the number of long and short haul 
violations, I take it that that is a reflection of the 
impact of competition in Alberta, That is the last 
paragraph on page 138, 

Q. I am just wondering if that is correct, 

What I meant was the Royal Commission in 1951. I do not 
recall Having checked an exhibit before the second Turgeon 
Commission or the Royal Commission on Agreed Charges on 
this one we now have entered. I think I can say it is 
very certainly not any more and if I may I would like to 
check the accuracy of this statement against the record 

of that Royal Commission, 

Q. A possible error in it may be that it should 
be referring to the first rather than the second. 

A, I just wondered that, 

Q. You go on to the next page to say that this. 
condition may not continue. What is the basis of that 
possibility. After a while, if we get a very marked 
increase in the competition, and I am not speaking 
particularly of marked competitive conditions on the 
coast areas, then I can see quite a surge in a number of 
long and short haul violations éhat would.occur. 


Q. This is something that is just a remote 
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possibility or do you consider it to be a strong 
likelihood. 

A, Well, I was going to attach a probability 
to it. I think I would say that there is between 50% 
and 70% probability of it happening I believe that < 
is not likely to decrease and I would put that probability, 
likelihood of it increasing. 

Q. And is that the only source of this trend 
for this possibility that you see that is increasing 
competition on the west coast, 

A, Well, the situation of course with respect 
to ocean transport is confused to a degree and there may 
well be reductions of such a substantial nature in that 
activity as to make attractive resumption on a far more 
extensive basis of inter-coastal shipment which would als 
have the same effect. Those are the only two that I can 
mention as possibilities. 

Q. Do you foresee any significant change in 
inter-coastal water transport, water movement in Canada ? 
a A, I do not think I am competent to testify 

on that. The only thing I have examined in any detail 

is the tanker situation and it was not in connection with 
this so I would wish to note it has a possibility and not 
answer your question on the basis my answer would not 

be asa. consequence of study. 

Q. First I would suggest the history of the 
Canadian Merchant Marine would not give any great hope 


of development in that regard.:. . 
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1 
2 
3 A, No, although as I understand it it is 


4 not necessarily an activity to be undertaken only by the 

5 Canadian Merchant Marine, it could be foreign shipment, 

6. ~Q. On page 21 dealing with the railway argu- 

rf ments tha$’ have been advanced in support of the competitive 


8| rates you say in paragraph (a): 


9 "The railway argument is valid only 

10] if the traffic Which the competitive 

1 rate seeks to obtain for the railway 

12 can be handled without an outlay of 

13 capital funds for increase and 

14 equipment or facilities. I¢t 

15 presupposes the existence of unused 

16 railway capacity." 

17 To what extent, if you ein eastat us in this 


18 regard, to what extent has the railway held out capital 
19] funds in order to get traffic on these competitive rates, 
trans-continental rates, 
ee I am sorry, I have no information on that, 

Q@. I am under the impression, rightly or 
wrongly, that there is some substantial measure of 
excess aves keen’ in a railway plant im Canada as it is 
today. If that is correct then would it not be proper 
to attribute more validity to these railway arguments 
then your brief would seem to suggest, 

Q. No sir, and if I ETeNY ‘deiggen’ why ; let us 
take some of these rk Mo's rates having in there for 


years. At the times they were put in let us assume that, 
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there was unused capacity in respect to all the items 
necessary to move that car from the East to Vancouver. 
Now, it is inconceivable to ne that that unused capacity 
in respect to the various items required for the movement 
Still exist without maintenance and wenewak ten years 
after that initial date. In other words, there is bound 
to be some capital expenditures, some maintenance 
expenditure that is made as a consequence of taking 

this very competitive traffic, The logic of it I think 
is clear, If this were not so then one must conclude 
that the railways could go on forever moving traffic 

at an incremental cost, at a variable cost never having 
to renew any part of their plant or equipment because 

of the movement of the incremental traffic. I think 
obviously that is falaciouse 

COMMISSIONER ANSCOMB: Could I interject there? 
You are taking the view that maintenance might be capital 
is that what you are saying? 

THE WITNESS: No, I am saying that when they 
cost out a shipment, for instance, Pah iron pipe from 
Three Rivers to Toronto to Vancouver, surely at the time 
that is done and the rate is established there will be 
certain costs attributable only to that movement. On 
the basis of that cost analysis it could be shown that 
the competitive rate that is proposed is a rate over and 
above the cos’ of the movement. However, if that movemen 


continues for ten years surely costs some of which may be 


maintenance costs and renewal. for equipment that are 
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attributable and can be attributable directly to that 
particular movement so your cost picture -- all I am 
Saying is what is a variable cost in one year period 
Will not be a variable cost in a ten period as you 
increase the period under consideration. That maintenanc 
certainly is not a capital cost but it is a expenditure 
made by virtue of movement which at the time it was 
undertaken was justified because there was unused 
capacity. 

MR, CUMMING: You spoke of trans-continental 
rates in answer to Mr. Commissioner Anscomb which had 
been established ten years ago. You do not intend . 
leaving the impression on these that they stood unchanged 
from that period, do you? 

A, Certainly some of them have, 

Q. And others have apparent increases to the 
extent that the railways have found they could apply them 

A. Oh yes, there are certainly some that have 
been increased but there are bunch of them that have not 
been increased, I am not saying they could be increased 
but I am simply saying that the element of contribution 
to overhead that is in those rates cannot possibly be 
the same as it was at the time the rates were put in. 

COMMISSIONER MANN: There is still a possibilit 
and you think definitely so that there are quite a few 
competitive rates that do pay their fully distributed 


costs and in some cases perhaps more than their fully 


distributed costs. 
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1 

2 

3 A, Oh yes, certainly, 

4 COMMISSIONER ANSCOMB: And you would say that 


5| applied to grain between 1897 and 1961 would you? 


6 A, That it was a reasonable return in early 

7 years does not mean it “is necessarily a reasonable 

8 return today, Certainly there is no argument about that, 
9 MR, CUMMING: 

10 Q. Turning over to page 27 you speak of the 


11 factors and results in Alberta of equalization of the 
12 class rates and commodity rate, scales, Could you give us 
13 some idea of the extent to which, as a result of this 
14 equalization, rates in Alberta have increased or decrease 
15 A, Well, with respect to the class rate scale 
16 where rail reduction is in Alberta the consequence of the 
17| Class rate scale was put in, I am guessing, March 1, 1954 
18 MR, FRAWLEY: 1955. 
19 THE WITNESS: 1955. ‘There were reductions. 
Calgary did not get the same reductions as Edmonton but 
the general effect was to look after the classmate scale 
And now, since that time, however, the class 
rate scale has been increased and it has been increased 
more than competitively trans-continental or Agreed 
Charges have been increased. That is all I am saying. 
On the balance, looking at it with the benefit of five 
years of history we can see that on-balance this 
situation has not reacted to remove or lessen 
discrimination at intermediate points. 


MR, CUMMING: On page 28 you submit there that 
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the loss to the railways, that is the loss of the 
revenues to the railways resulting from the expansion of 
the One and One-Third Rule you advocate would not be 
significant. I wonder if you are in a position to assist 
us on this? Haye you made any calculation perhaps on the 
basis of a a way-bill analysis of how much money dollar- 
wise is involved here, what sort of magnitude of revenue 
or net revenues are being discussed. 

A, I certainly have not done anything with 
respect to this brief. It does run in my mind that the 
Alberta freight bureau attempted a calculation of that 
kind and if I may I would like to check into that and if 
there is any information which would answer your question 
I would like to have the opportunity to dineuss it with 


Mr. Frawley. 
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Q. Well, I am sure it can be filed if 
you can ascertain. this and it might be of some 
assistance 

Turning, if I may, to the recommendations 
on page 33 where you advocate the extension of the 
one and one-third rule to all types of trans- 
continental competitive movements whether by agreed 
charges or competitive commodity rates, I wanted 
to ask you one or two points as to the practical 
operation of this scheme, How do you suggest that 
receivers at intermediate points can join in sas 
agreed charges? 

A. Of course, with the agreed charges, 
the manner of shipment and so on is in control of the 


manufacturer because he agrees to send X per cent 


of his commodity via the agreed charge, and I would 


think it would not be a case of the receiver so much 

as the shipper joining in the application of the one / 
and one-third rule. I would think there would haye 

i be a special setup of rates set out for tntembedtake 
territory and that the shipper would probably still 

be a contracting party on it. 

Q. That being the case, would all the 
other conditions of any agreed charge which it was sough 
to have made applicable to an intermediate point apply 
subject only to this 334 per cent increase in rate? 

A, Yes, I think they would, sir. 


Q. And that, I suppose, would of course 


introduce difficulties in the negotiation of them, 
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wouldn't it? 

, yes, it would extend the area of 
coverage so the negotiation may be more Significant. 

Q. Apart from that, you don't see any 
difficulty in it? 

A. I don't want to under-emphasize 
the difficulties, On the other hand, I don't think 
I can go along with the Royal Commission on Agreed 
Charges who said that the practicality of the scheme 
was the real stumbling block, 

Q. af there were any difficulty ta ironing 
out these problems vis-a-vis the intermediate point, 
would -- and I suppose on this basis it would -- it 

stillify any agreed charge involving movements to the 
coast? 

A. I think it would have to, yes sir, 

Q. So, the whole negotiation of an agreed 
charge involving a movement to British Columbia may 
be completely stullified by reason of difficulties 
arising out of points in Alberta? 

A. That is right, in the same way that 
the whole negotiation of a competitive rate may be 
stullified by the application of the laws which exist 
today with respect to competitive rates. This would 
be part of the law and it would be a factor in any 


negotiations. 


Q. I would like now, unless the Commissioneys 
have something they want to deal with on this branch, 


turn to your second brief. 
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A. vee, sir, 

Q. There are a couple of short points 
before I come to the new approach that you speak of, 
On page 16, at the bottom of the page you mention 
the existence of local manufacture which will be an 
incentive to the carriers to grant market competitive 
rates to present sources of supply. I am wondering -- 
and I think Commissioner Mann mentioned this in your 
discussions this morning -- have you had any chance 
to give that further thought and to tell us to what 
extent you think internal market competitive 
considerations should be factors in rate making? 

A. I think they should be factors in 
rate making to the extent that the railway can see 
a profit in making rates to meet market competition -- 
internal or external. 

Q. Without drawing any distinction at all? 

A. I don't see there is any necessity 
for distinction because if you try and draw a 
distinction you get the railways into the position 
where a certain rate may exist, and one shipper may 
think it is because of market competition and another 
think that it is because of carrier competition. In 
other words, if it was always perfectly clear that 
this is market competition and that is a carrier 
rate, it would be fairly simple; but it is not that 
clear. In many, many instances it is anything but 
clear. I think the railway must go ahead and make 


its rates on what it thinks is its own best interests 
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having in mind the law of the country which governs 
the rate making procedures. 

Q. This would put the railway in a position 
where through the medium of competitive rates it 
will be compensated for what would otherwise be 
geographic disadvantages within the country? 

A, One could look at it in that light, 
but I don't think there is anything remarkable about 
that. I think that is what they are doing in many 
instances, 

Q. Do you not think there is any a 
that if the railways make rates having regard to these 
considerations that they will become the arbiters 
of the economic destiny of any region? 

A, Well, of course, I think that the 
railways are now unwillingly, unwittingly the arbiters 
of industrial policy in many instances, and I don't 
think this would change it at all. In fact, I think 
this is what, as I have already said -- and I expect 
to be asked by Mr. Sinclair to give examples -- where 
they have done this, but they are not doing it to 
overcome geographic disadvantage. They are doing 
it because there is a chunk of traffic they want to 
move because it is profitable, and I think that is 
exactly what they should be permitted to do. 

Q. You would remove any facade of 
restriction at all and allow them a completely free 
hand? Loy 


A. That may be a rather generous way of 
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stating it. Subject to the limitations noted in the 
rest of the brief, I think the railways should be able 
to make prices without special restrictions, except 
the one against discrimination, 

COMMISSIONER GOBEIL: The one and one-third 
rule is not a restriction? 

THE WITNESS: And the 40 per cent one we 
mentioned. | 

MR. CUMMING, Q: The 140 per cent rule is 

| what it will be called, I suppose? 

A. That is correct. 

a Q. On page 30 at the top of the page you 
say, "Public utility control fails where such control 
denies the applicability of external tests of 
reasonableness and, this is the present gitixetes with 
respect to railway freight rates." I wonder if 

you could elaborate on what you mean by the external 
tests of reasonableness? 

A. As I understand the public utility 
method of control or test of reasonableness for your 
general rate level, it is to be found in the financial 
consequences of of a formula established by the 
regulatory body, and if your general revenue needs as 
determined by the public utility body are not at such 
a height as to permit a reasonable earning, then your 
rates as a group automatically go up. In other words, 
the level at which the rates operate is determined 
internally with respect to financial requirements, and 


whether these rates are reasonable by some outside 
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comparison, which may be equitable or economic, is 
irrelevant. Then, within the rate structure, 

a rate on boots and shoes between X and Y is reasonable 
because there are other rates of a similar nature 
between the same or two similar points, which are 

at this level. In other words, you are continually 
pulling yourself up by your boot straps. If you 
say the rate is unreasonable, the railways point to 
another rate determined in exactly the same way and 
say, "This is not unreasonable because it is Ket 

any more than that one, but this one ryldeeboaiiga 
by the public utility control." That is what I 
mean by that. 

Q. Just what are the criteria -- I 
think I understand what you mean when you describe 
the internal tests for the revenue requirements and 
the comparisons within the rate structure, but what 
are the tests when we get outside that field? 

A. I think essentially competition, sir. 
I think that the reasonableness of the rates is to 
be found by comparison with the rates applicable by 
competiting carriers or in the face of competition 
by the same carrier. 

Q. Is that exhaustive of what you call --- 

A. I think that is -- it should be 
singular: the external test. 

Q. The test of the market? 

. Yes. 


COMMISSIONER MANN: What is the external 


oa Bt sig et cdi at 
| Dy ate wide eter oe 


‘VE, 
sy 


pe i > ~) 2 * oe ' heres mS 

ms pruter wetinte 8 36 sots1 aait0 haw creda 
: iy ‘ha \s | ‘ Ay 
a iat on ste tate Lo9ntog ~ettmte ows 1 mss, ond ase send tad 
; te ra 4 ey hoa “tae 
9 a “vtfaunt sage vie LOT cabrow Tonto ni i Mpiacterd 


¢ 


it _ 
a 
2 


7 
a he oy It ,agerté dood TUOY xd qu os woy ‘pater 
9 a9 F a Le. 
OF Wihog eyewiinx oid (sidaaossornt et ster ond 


eT eS 


bie ew Scras ani Yisosxs. ot bentarred sb ots pret 


a ae y 
Pee ae 
4 ten et Sf eeosoed sidanceseiny ton at erin es 


— = 
dee 


benimrssb at sno efdt sud (eno Jedd i rife 


I Sea ot tact " fondnos vilit¢n 
: Ww 


fm a 


> “4 i 
= <— ps 
, - > 2 ¥ 


i -- gfesitys ss #18 Jaciw Pdersinch 8 


Sdlteash voy ashy nhem NOY; test Saatersbag sa 


DMB adnesmentingos: surever ete tot edeo2 ts Ber ors 
L bi ; « & 


A ein tt 
{ 


i 5) ; : eyes 
: tecw ted .otudomrte ote. edd ntddiw enoatasqnoo ‘on 
| F jccues 
| Thiel? sadd ebke tuo don ow nodw etosd “ond ors Be, 
th 
/ tla ,coldiceqmos yllatinsaes sintds I ci PAR, 
| hi , <i rel wy 
| of at apcer oft to sesnefdencaasss edt tenis wands I a 
Pct fey ee ’ 
| W efdsotigqgs aod St oad aiiw ao Bapgaod Yd pave od ca 
es | Beak 
vas 


agktisega o Yo sost edd ak <d. -stetme> gniszdvened ‘ft 


--=- [65 HOY 3 Ste to svitewsdxs sai 


‘od inode aE Pe at jee Jeu elie 


A “ae e 
,) ia 4 ne 


ANGUS, STONEHO " 
TORONTO, it tialges ae Harries, cr-ex. 165 59 
(Cumming ) 


test, for instance, of reasonableness in the control 
of hydro electric rates to domestic consumers? 

THE WITNESS: There is none, 

COMMISSIONER MANN: The external test as 
one of the market place in competition: here you have 
what amounts to a monopoly -- consumers in relation 
to hydro electric power. Where do I find my external 
test in that case? 

THE WITNESS: There are none, What I mean, 
public utility type of control in railway operations 
fails where such control denies the applicability of 
external tests of reasonableness, I didn't mean 
to imply that the usual type of public utility, where 
there is not a competitive sector on control, that 
you need external tests. You don't. 

MR, CUMMING, Q: I suppose, though, even 
in the situation which Commissioner Mann has put to 
you, an electric company may say there is, in fact, 
an external test because we may run into the cost 
considerations of competing fuels? 

A. Oh yes, to that extent it is correct, 
but it is not usually that test which determines the 
particular rate that is going to be charged. I may 
say with respect to external tests of reasonableness 
there is another brief to be presented by a witness 
for the province of Alberta which includes what I 
consider to be another external test of reasonableness, 


separate from the competitive one, 


Q. Well, we will deal with that in its 
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turn. 

A. Yes, sir, So, if I may, I will leave 
that as plural instead of reducing it to singular, 

Q. You will have those two strings to your 
bow then? 

A. Yes, sir. 

Q. On page 31, talking about price policie 
of highway carriers, you point out that in Alberta 
where there is no regulatory control over highway 
carriers, highway freight rates tend to be established 
on a pure cost basis. What is the eisiensctaa of 
that? 

Ax Well, the words "pure cost basis" are 
not, maybe, too well chosen, because in fact --- 

MR, SINCLAIR: Not ivory pure. 

THE WITNESS: The rates are established by 
negotiation, and more particularly on the basis of 
what the operators think their costs are, That is 
really a better way to describe it because that is 
how they are negotiated. 

Q. In other words, you mean on a cost 
basis but without the application of scientific 
costing techniques? 

Bis Oh, no, In Alberta, I mean, if I 
have a load to haul to Calgary I phone up half a dozen 
people I know have trucks and say, "Are you interested 
in a haul to Calgary, and how much will you charge me?" 
They may have a truck that is empty going to Calgary 


that night with nothing in it, and he may say, "I will 
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take that down for two bits. How are you going to 
load it? Have you got a fork lift?", and I say, "Yes," 
and away he goes, The next time you may pay 35 
cents, there is no one going, The next time you pay 
$125.00 and put as much as you can in it and roll it 
down the road. It is rather an unsophisticated 

cost, 

Q. It is almost what the traffic will 
bear; isn't it? 

A% No, I might well be willing to pay 
40 cents, and that would be what the traffic would 
bear, but if this fellow has an empty trailer and 
he wants to haul it for 20 cents, that is a rate 
based on cost. In other words, if he can make 20 
cents, get 20 cents gross revenue on a back haul, 
he will take it. 

Q. This is a question, though, isn't it 
of the trucker in that situation charging what he 
can get? 

x. No; usually they don't determine 
what they can get. That is my point. I may be willing 
to pay 40 cents, but he is a back haul situation and 
he figures he can make a contribution over and above 
his out-of-pocket expense by getting 20 cents, so 
he charges me 20 cents. There are circumstances 
where certainly the trucker is going to see what I 
will pay. This would be a case of charging what 


the traffic will bear. 


Q. On a negotiated base? 
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A. Certainly, sir. 

COMMISSIONER MANN: Do the large trucking 
companies “ on that basis, or is this strictly the 
operation of a two-unit man? 

THE WITNESS: Well, to a surprising extent, 
the large companies do, 

COMMISSIONER MANN: They do? 

THE WITNESS: Oh, yes. Once in a while 
things tighten up. I noticed this summer, for example, 
for a while somebody was doing some evangelical work 
because you could not get to Calgary for melee 75 cents, 
and then it breaks loose, It is a highly competitive 
business, and the big fellows, to the extent they 
have flexibility in their organization, ane just as 
competitive, Earlier this spring you could rent a 
tandem tractor and van, go to Calgary for $125.00, 
and fill it with whatever you Wanted as long as 
it didn't exceed the weight restrictions. If you 
put 20 tons into one of these units, you are talking 
of a rate of 30 cents, or something like that, a 
hundred. That is general. It is highly competitive; 
that is all I can say. Also, there are lots of 
carriers. 

THE CHAIRMAN: Do the railroads who own 
trucks do the same thing? 

THE WITNESS: I can't say from my own 
personal experience that they do, sir. I just won't 
say because I don't know. I have never negotiated 


a rate with Dench of Canada. 
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ANGUS, STONEHOUSE & CO. LTD. Harries, .cr-ex., 16563 


TORONTO, ONTARIO (Cumming) 
1 
2 MR, CUMMING, Q: I am wondering, the 
3 situation being as you have described it in answer 
4 to Commissioner Mann, how you say that highway 
5 freight rates tend to be established on a cost basis? 
6 I will even drop the word "pure"? 
7 A. For this reason, that if I am 
8 negotiating a rate, you can usually get it down to 
9 the cost basis because if there is much left over 
10 and above cost -- and let us put a liberal 
11 interpretation on the word "cost" -- if there is 
12 much left, somebody among the people you are 
13 negotiating with is going to cut down. In other 
14 words, if I am a trucker and I know I can run my 
15 rig for 40 cents a mile, and I am negotiating for 
16 ee works out at 50 cents a mile, and I 
17 know there are two or three other people in it, I 
18 am going to do my best to get the 50 cents, but I 
19 am always going to be ready to drop down under that 
20 50 cents to beat out these other fellows. I wont 
1 say in every particular movement or every negotiated 
22 contract that it is at a cost level, but the tendency 
23 is that there is a very strong pressure to get it 
24 to the cost level. 
25 
6 --«Short recess. 
27 
28 
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ANGUS, STONEHOUSE & CO. LTD. Harries, cr.,ex 16564 


TORONTO, ONTARIO (Cumming ) 
1 

2 

3 THE CHAIRMAN: Order, please. 

4 Q. One point before I leave this question of 


5 the Alberta Highway Truckers, In the situation that you 
6 have described, I think I am fair in describing it as the 
rf rather free negotiation of rates, do you find the 
8 railways . meet the competitive rates so negotiated? 
9 A, Frequently, they do, and not on what I 
10 might call the itinerant movements, but if I may say, 
11 sir, in the last five years the railways -- at least, 
12 so it seems to me -- have been very responsive and alert 
13 to the competitive situation. .* I personally find shat 
14 the railways seem to be much more anxious to get business 
15 now than before. They are much more anxious to meet the 
16 competition and meet it in a hurry, and this, of course, 
i7 I consider ta be a very good thing for the railways. 
18 Q. That leads me to your ian tie dealing 
19 with the new approach to railway price policy .. In 
20 paragraph (c), at the bottom of page 34, this appears 

"The railways should be freed from 

'the crippling restrictions' now 

limiting their ability to meet 

competition". 

What crippling restrictions are referred to 

there? 

A, I do not think there are any. I may makei 

clear, sir, that what I am trying to do there is give in 
capsule form some of the generalizations that have been 


made with respect to the railway problem, This business 
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of crippling réstri¢tions’ I do not, as I say, happen t 
think there are crippling restrictions, 

Q. This is what other people say; not what 
you, Dr. Harries, says? 

A, Yes. 

MR, FRAWLEY: If you read the after dinner 
Speeches of certain people you find them, 

Q. Well, on page 38, coming into the part 
of this new scheme that you propose, Dr. Harries, your 
suggestion as I understand it, is that there be a 
statutorally fixed ceiling to permissive tharges, 

A, Yes. 

Q. And you pick the level of 40% above the 
lowest competitive rate? 

As” Yes; air; 

Q. Now, on what basis is the 40% selected? 

A. I selected 40%, sir, because I believe 
that it should be something more than the «proportion of 
overhead to variable costs that usually occurs, and I 
concluded, sir, from reading Ford K. Edward's statement 

with respect to grain rates that the constant costs in 
connection with the grain rates would vary from 15 to 
25 per cent.I thought on the basis of a 25 per cent 
constant cost that one should allow probably 50 per 
cent above that, and , arrived at 40% on that basis. 

Q. Well, without troubling you about the 
sort of precise percent, why do you say that there 


should be something more than what may be the general 
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experience of the relationship between fixed and 
variable? 

A, Well, because, sir, I am accepting as. 
fact that there are a number of competitive rates 
which are just above the variable cost . In other 
words, they make little contribution to fixed cost ; 
and, then, from that level they range all the way #hroug 
to those that cover and more than cover the fixed costs 
associated with the movement, But, if we were to 
restrict the highest rates to what we believe ko be the 
averagd Sor tion of fixed cost: in the total rate 
structure, we would not be making allowance for those 
rates which are less than the average. So, we must, 
in setting a ceiling, if we are desirous of reaching 
an average in total, in setting a ceiling it must be 
above the average. I simply chose this figure as 
illustrative of a figure that would be at about the 
average when you consider the whole scheme of the 
rate structure. 

Q. I take it that in arriving at this 
figure and in deciding that it should be something 
more than the average you have an eye ON the general 
problem of railway revenue requirements. 

A, Oh yes, sir. 

THE CHAIRMAN: You want to be reasonably 
generous, 


THE WITNESS: Well, yes, sir. I felt that if 


one is to get an average, and one is looking at the 
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top range, the top must be more than the average 
because otherwise you do not get an average that is 
reasonable in terms of revenue requirements under 
today's circumstances, 

COMMISSIONER GOBEIL: But your low 40 per 
cent would be based on the lowest agreed charge in the 
country; the lowest rate for a variable commodity that 
you could find in the book? 

THE WITNESS: Yes sir, and always on the 
theory that the railways have.no rates which are less 
than their variable cost, 

COMMISSIONER GOBEIL: Suppose that we take 
an example; I am a contractor in puflpwood and I am in 
a small line which has not much traffic, and I cut, 
say, 60,000 cords. That is quite a fair amount of 
business for the company on the line? 

THE WITNESS: Yes. 

COMMISSIONER GOBEIL: And this year I prove 
to them that if I do not have a lower rate and I prove 
that with figures in hand, that if I do not have a lower 
rate there will be no lumber moving. Then, after 
bargaining with the wage and traffic men I come up with 
an understanding that with the railway that for this year 
and this year only -- because the railway may hope that 
next year conditions may improve -- that I have a 
special rate, and agreed charge. 

And so this would determine the rate 


of the whole lumber traffic in Canada 
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My agreed charge? 

THE WITNESS: If it was the lowest rate on 
lumber that one could point to, it would require the 
railways to not charge more than 140 per cent of that 
rate for hauling lumber in other parts of the country; 
and this would be because the assumption -- and I 
think it is a perfectly valid assumption +» is that the 
railways are not hauling your traffic for less than 
their variable cost, And, consequently, they would get 
40 per cent by way of a contribution to overhead from 
all other traffic that was at the maxtimum, and this I 
consider to be quite fair. 

COMMISSIONER GOBEIL: Dont you think 
that normally the chance would be, - I know for 
instance of a specific case where it was done last year, 
that if my rates governed the whole rate, the whole 
commodity, « don't’ +. you think the chance would be 
that I would not ae that agreed charge? 

THE WITNESS: I do not think there is any 
doubt about it, sir, that there would be, in the case 
that you mentioned where your one rate is going to 
govern all the rates, that there would be @ pretty 
searching examination by the railways before they put 
that rate in. I do not think there is any doubt about 
it. 

MR, CUMMING: 

Q. Just to follow along the line that has 


been introduced by Commissioner Gobeil, how is that 
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proposition consistent with what you recommend as to 
the freedom that the railways should have in setting 
rates, having regard to internal market competitive 
conditions, 

A, It is consisteit, sir, because it says 
within this very broad area you may go ahead and do 
whatever you like with the railway freight structure, 
but you must not, as a consequence of your action, 
burden the non-competitive area, and the measure of 
burden that is acceptable is to be found in this 140 
percent, 

THE CHAIRMAN: Your scheme is to protect 
the captive traffic? 

THE WITNESS: That is all, sir. I think 
that the railways and the shippers, where there are 
alternate means of transportation and competitive 
market conditions, that the railways and the shippers 
as they do today, are quite capable of taking care of 
one another or their own interests, but the real 
problem is with respect to this relatively small piece 
of traffic which is not subject to competition and 
which under today's scheme has this cost residual 
that I mentioned, and they must make it up. They have 
no choice. 

I am just saying that the freely arrived at 
prices can properly be used as a measure of the extent 
of discrimination which is acceptable, that's all, 


COMMISSIONER MANN: Dr. Harries, we have 
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been hearing something about captive traffic, and 
there has been a little difficulty about defining 
what captive traffic is, 

Now, I seem to glimpse from what you say 
here that you have a definition, and I wonder whether 
you could tell us whether this would be right, if 
I put it to you this way, that captive traffic is 
any traffic anywhere in Canada which moves on non- 
competitive commodity rates or on class rates? 

THE WITNESS: That is correct, sir. 

COMMISSIONER MANN: That would be your 
definition of captive traffic? 

THE WITNESS: Captive traffic is traffic 
not subject to competition. 

COMMISSIONER MANN: Well, no. Let us just 
define this more narrowly, because we have been hearing 
that -- particularly from the trucking associations -- 
that class-rated traffic is not necessarily captive 
traffic, but is subject to competition. 

You see, what I was trying to get at, is it 
your definition, then, that ‘eaptive traffic is all 
such traffic moved by the railways which travels on 
non-competitive commodity rates or on class rates? 

THE WITNESS: Yes, sir, I think that is what 
IT have in mind, yes, sir. 

COMMISSIONER MANN: Thank you very much. 


MR, CUMMING, Q: That traffic, my colleague 
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points out to me, and as appears from the Judgment 

of the Board of Transport Commissieners dated November 
17, 1958, in the 17 per cent case, at page 17 of the | 
pamphlet copy, apparently yields something just over 
55 per cent of the total revenues. That is the 

class rated and commodity rated traffic? 

A. Yes, sir, = 

Q. This apparently is derived from the 
Waybill Analysis and applied, of course, to both 
railways. So, in terms of revenue it is not, I 
suggest, Dr. Harries, a small portion of the 
traffic, if that is by definition what is to be 
known as captive traffic? 

, It is of the order of 50 per cent 
on that analysis, 

Q. Fifty-five per cent revenue-wise, 

A. Yes, revenue-wise, it might well be 
that high, sir. I would like if I may just -- so 
that I am not misunderstanding your question, may I 
see that? 

Q. Yes, perhaps it may be of assistance 
to put this before you. It has just been drawn to 
my attention. Page 17. 

A. Thank you, sir. 

Yes, sir, that is the traffic. 

Q. Now, while we are trying to define 
terms in this, Dr. Harries, I wonder if you could 
give us a definition of what would be in the operation 


of your scheme a similar movement and this, perhaps, 
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follows from the question that Commissioner Gobeil 
asked you? 

As Well, first of all, sir, I accept 
in this scheme the concept of equalization. By that 
I mean that rates would not be made, as they are not 
now made, under the equalization proposals which 
recognize the regional differences that exist in 
transportation conditions, I accept the theory behind 
equalization which says that for purposes of Canadian 
freight rate structure we treat the railways as 
organic vetios not by regions. 

I think that is one thing that one must 
accept in connection with this, And, therefore, the 
easiest circumstances, of course, to find, as I 
have illustrated in the brief a rate on ginger ale 
from X to Y, which is so many miles, to be compared 
with the rate on ginger ale for the same number of 
miles in another part of Canada, Then, your comparison 
is on all fours, 

Now, there are differences which can come 
in. How would one, for example, relate the rate 
on one commodity for 200 miles with the rate on that 

same - commodity for 400 miles. What is a reasonable 
relationship there? I think the answer, sir, is 

that there would have to be as a consequence of 
experience, which I think we have, and particularly 
with reference to cost, a reasonable relationship 

for different mileages fixed so that we can make these 


comparisons with some assurance that they are valid. 
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Q- Well now, following along this ne 
of the similar movement, then, a 200 mile movement 
of lumber in the province of Quebec within that 
region would be a movement similar for rate-making 
purposes to a 200 mile movement of lumber from 
British Columbia to Alberta? 

A. That is quite correct, sir, exactly 
the same way as it is with the equalized structure. 

COMMISSIONER GOBEIL: Don't you think that 
your ginger ale moves mainly on main lines, and, 
as such, maybe under 70 miles might be the ee 
rate, but when you come to @ raw product like lumber 
that one may move on 200 miles, which is a deficit 
branch line. which the railways are forced to keep, 
they would be justified for a special rate on that 
branch line, but this should not apply for the whole 
country? 

THE WITNESS: No, sir. I realize the 
problem there, but I stick to the concept of 
equalization that Alberta submitted to the Royal 
Commission ten years ago and particularly that 
part of the submission which was made by Mr. H.J. 
Darling, wherein he dealt at length with this 
problem of the relationship of branch lines to main 
lines, 

As I say, I appreciate that there is a 
difficulty there, but I feel that the way to meet 
it is with the concept of equalization rather than 


trying to say that movements on branch lines, as 
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distinct from movements on main lines, are not similar 
conditions, because as soon as you start that, then 
you get to the case, wheregifor example, it costs 

more to move at 200 miles in British Columbia than 


it costs for 200 miles on the prairies. 
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You are going uphill or downhill or you have an 
empty car movement sha one can get so completely 
confused in the mechanics of costing a particular 
relatively short haul that you lose sight of what 
you are really trying to do. I adopt the reasoning 
of the Board of Transport Commissioners when they 
removed the mountain differential. I think it is 
implicit in this concept of equalization that you do 
not try and get it right down to the finite detail. 

Q. You mentioned a problem that might 
arise from a 200 mile movement and the answer which 
is going to be reached by some comparison that you 
reach is of the order of 400 miles? 

A. wee, bit. 

Q. And you said that there would have 
to be some predetermined mileage progression? 

A. Yes. 

Q. Can the system that you are suggesting 
work, in your opinion, without a division of costs 
such as suggested in the British Columbia submission 
with which I am familiar as between terminal and line 
haul costs? 

A. There again, in a general way, yes. 
You would require the cost distinction but I do not 
want to leave the impression that one would get into 
an elaborate costing technique to arrive at the 
figure. In other words, 40 per cent -- inspite of 
the work you want to do on costing you will stilt 
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end up with a judgment figure. Similarly, I think we 
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would be justified in accepting general suggestions as 
indicating a fair relationship. The thing I want 
to avoid is suggesting that this method is going to 
get right down to the wear and tear on 100 lbs. steel 
rail for ten miles, The reason I want to specifically 
avoid that sort of situation is because I think that 
this is a method to eliminate or hold down the 
discrimination and as such it does not need to be that 
detailed. 
| Q. If we are going to have embodied in 

the Railway Act a fixed percentage, and I appreciate 
the reply that you were not married to 40 per cent as 
against 39 per cent to 41 per cent, surely before that 
is settled, the proper percentage that is going to 
be enacted by Parliament should be arrived at with 
some substantial degree of certainty? 

A. Oh yes, and I have -- 

Q. That leads me to my next GUestion, 
You suggest on page 39 that the figure of 40 per cent 
which you mention is arbitrarily selected and should 
be subjected to rigid statistical tests by the staff 
of the Board of Transport Commissioners to make 
certain it represents a reasonable maximum in line with 
actual cost experience and, I suppose, railway revenue 
requirements? 

A. Yes, sir. 

Q. Now, what would you suggest would be 
the criteria by which the level, after this necessary 


statistical work is done, should be judged? 
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A, I think it would be perfectly proper 
to accept the _ last official determination of 
financial requirement by the Board of Transport 
Commissioners and say, "This is what we are going to 
use", In other words, it seems to me that we have 
got to stop at some point in this, to use a rather 
tired and worn word "spiral" that we are in with 
respect to cost and rates. I think it would be 
perfectly proper to take the last determination by the 
Board of Transport Commissioners and say, "Now, on 
the basis of this what would be a reasonable percentage 
to use" and then proceed from that point. 

COMMISSIONER MANN: That would be a one 
time determination because after that you would no 
longer need that. 

A. I would be very loathe to change it 
without giving it a long time to work, say five years 
or something like that. 

COMMISSION MANN: What I was coming to was 
the question that I know was asked one of the British 
Columbia witnesses but under your system would still 
be any need for the continuation of the requirements 
formula for one thing and, secondly, would there be 
any need for further general revenue cases before 
the Board? 

A. The answer to both those questions is 
no, there would be no requirement. There would be 


no need for a requirement formula and there would be 


no need for general revenue cases. 
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MR. CUMMING: Although the 40 per cent 
or whatever figure is arrived at is arrived at having 
regard to the present requireménts it is fixed for 
certainly a substantial period of time? 

A. yes. 

Q. And I suppose hand in hand with that 
goes the idea that that postulates the necessity of 
the continued expense of the present railway plant? 

Bn That is correct, sir. I would be 
Surprised if after giving this freedom there would 
not be a very determined effort on the part é the 
railways to cut out certain uneconomic lines, to 
reduce or do away with uneconomic service. 

Q. What is there in this system that 
will encourage the railways to introduce economy such 
as you just mentioned? 

A. Well, the fact that every nickle 
they get other than the usual modest contribution 
that the company is required to make the federal 
government by way of income tax - .... 

MR, SINCLAIR: Did you say modest? 

THE WITNESS: Yes, sir. 

MR. CUMMING, Q: Mr. Sinclair will 
make a note of that. 

A And the success of this is going to 
depend almost solely on their own action. They would 
not be given the privilege of going to the Board and 
saying that they had lost money and need more or, 


alternatively, they would not be answerable to the 
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Board if they had made more than the Board might in 
some circumstances think reasonable. They would be 
running their own business, 

THE CHAIRMAN: In your view what would this. 
do to rail revenue? 

THE WITNESS: I think the initial 
consequence would be a reduction in rail revenue tut 
as the plant, as the railways were given the opportunity 
to adjust their operating facilities the traffic 
volumes, I think that their return on investment would 
gradually go up. I see no reason, if the railways 
are the most efficient carriers that we have for bulk 
commodities on long distance, if they are the most 
efficient then by definition they are profitable and 
if they are profitable then I say they should be given 
the opportunity to go out and cae profit. I think 
part of the difficulty is that the inherent efficiencies 
that rail transport are under, they are not given a 
really untrammelled opportunity to express themselves, 

THE CHAIRMAN: Why not? 

THE WITNESS: Well, for one thing I think 
our abandonment procedure imposes undue burdens on the 
railways. I do not wish to pose as an expert on 
branch lines or anything but it is my feeling with a 
very limited amount of study that there are many branch 
lines that could be profitably abandoned where alternate 
service could be rendered, alternate forms of 
transportation could be used to the benefit of the 


railways and, indeed, to the ultimate benefit of the 
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Shippers. I would like to see a situation created 
where this can be done, Similarly with passenger 
service. I see no requirement in the world that 
the Canadian National and the Canadian Pacific run 
trains from here to Vancouver for the convenience 

of a few people who are not Re ray Pe Ps service 
ig, worth... If that is the case, if the service is 
not paying for itself then let us do away with the 
service, I cannot see why freight shippers should 
be burdened with a passenger deficit nor can I ge 
the reason why mainline services should be burdened 
with obviously unprofitable branch lines, As I say, 
I do not pose as an expert on it at all but that is 
the consequence of my thinking in regard to it. 

MR. CUMMING, Q: What, if any control over 
abandonment would you leave with the Board of Transport 
Commissioners? 

A. Well, I do think it would be wrong to 
abandon branch lines on a unilateral basis. I think 
that the railways for their own long term interest 
would want to make certain that any. abandoned 
industries that have been located on their branch 
lines would have service. I would contemplate that 
where it was possible the railways would substitute 
a trucking service for this particular abandoned 
branch line. 

a. Well, would abandonments have to 
proceed as they do now on the basis of an application 


of the railways to the Board for the abandonment of 
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this section of line or that service or whatever it 
may be? 

A. I would think that there should be, 
first of all, the public should be notified that it 
is the intention to abandon? certain part of the line 
and if there are protests that the Board should 
hear them. However, I do not think the Board should 
stop an abandonment in the case where the railways 
can show that they are losing money unless the Board 
can satisfy themselves that this loss of money is only 
a short term thing and that it will be to the ultimate. 
benefit of the railway system to have this line in 
operation. 

Q. You mean in terms of net revenue to 
the railway out of that particular subject of proposed 
abandonment? 

A. Yes, sir. 

Q. And following that, supposing the Board 
were of the opinion that there was element of public 
interest involved in maintaining a service kaprofitably 
today and so far as can be foreseen never ihe 
profitable, who is to pay for it? 

A Well, if there was that requirement I 
would suspéct that the government might wish to give 
a subsidy to those particular people. I mean, that 
is the only way. When you have something that won't 
pay for itself and it is necessary for the public 
then the government provides it or pays somebody else 


to provide it. That is what I am suggesting. 
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THE CHAIRMAN: Which government? 

THE WITNESS: Whichever government feels 
it is se the convenience SY the public, 

THE CHAIRMAN; Provincial or federal? 

THE WITNESS: It could be either, depending 
on which government feels it is for the convenience 
of the people. 

COMMISSIONER ANSCOMB: You may be quite 
Sure that each will think the other is responsible so 
what would you do then? 

MR, CUMMING: There is some prededent, I 
think. 

Bie Yes, you may have a location like on 
a grade crossing but the point is that the railways 
should not be required, in my view, to maintain a 
service that won't give them a return, If that 
service is necessary and should be retained for 
social reasons, if you wish, then it is quite proper 
to pay a subsidy but the subsidy should not come 
from the freight shippers or the railway, it should 
come from the general revenues of the country or of 
the province. 

MR. SINCLAIR: Or the municipality. 

MR, CUMMING: Or, as Mr. Sinclair suggests, 
possibly from a municipality. 


MR. FRAWLEY: They have not got any money, 


where would they get it? 


THE WITNESS: I mean that is the idea and I 


do not want to get too involved in this but the idea 
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that it is necessary for the public convenience, it 
must be necessary for the convenience of some part of 
the public and, if possible, they are the people who 
should pay for it. For instance, to take a silly 
example, down by my farm the railway have a cattle 
loading chute and it is indeed a thing of beauty 
because it is painted white every year. This caute 
has not been used for twenty-three years and as a 
shipper of livestock I do not load out there, I take 
the livestock to Edmonton by truck but somewhere in 
paying for my livestock shipment I am paying for 
the cost of maintaining this little edifice. I do 
not think I should be paying for it. If the fellow 
across the road needs that and I do not see any reason 
to suppose he would, but if he needs it he is the 
fellow who should pay for it. On these abandonments, 
I think they should do away with things like that. 
They ran a boxcar into this cattle cute a year ago 
and, by George, they rebuilt it. 

MR. CUMMING: I think is is Mr. McDonald's 
turn to make a note. 

COMMISSIONER MANN: It will not be painted 
next year. 

MR. CUMMING, Q: You may find yourself 
with an unpainted cattle chute. 

A. It is a very silly example but it 
does illustrate what I have in mind. 

ar On page 40 you say: 


"The Board would have one major rate 
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activity -- namely determining the justness 

and reasonableness of a rate by reference 

to its relation to other rates freely 
established by the railways to move the 
same or similar goods in Canada." 

This would be the extent of the Board's 
function? 

A. Yes; sir. 

Q. Do you feel that as compared to the 
present situation where, as I understand it, the 
value of rate comparisons really exist only in the 
case of which might properly be called normal rates 
that this same comparative process is applicable, 
properly applicable when what the Board will be 
comparing one rate with is another competitive rate? 

I am sorry I put that in a rather long involved way. 

A. I think I understood what you said 
and I think the answer is yes. I think they would 
act on complaint and the person who made the complaint 
would allege that his rate is more than 140 per cent 
of a similar rate and the Board would act after 
hearing, if rmcessary, to reduce that rate. 

q. And a similar rate, if I understand 
it, would be based probably on the commodity involved? 

A. Yes; saz. 

Q. Now, what are we going to do under 
this system when there is no similar rate and 
presumably that is a situation that might exist? 
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(Cumming ) 

Q. That is the situation? 

A. Yes. 

Q. Then, what is the ceiling? 

Ba There is no ceiling, 

Q. No ceiling at all? 

A. No, sir. I find it difficult to 


see such a circumstance arising, but if it did, in 


‘the proposal as I have made it there is no ceiling. 


I am not saying this is a correct thing, but it is 
a fact, 

THE CHAIRMAN; There is a floor but no 
eeliling. 

THE WITNESS: Yes, sir. 

MR, CUMMING, Q: Do you see any prospect 
of the railways putting in developmental rates under 
this system having in mind the impact that the 
establishment of such a rate may have on the rates 
on that particular commodity generally? 

MS Oh, yes, I think they would, sir. 
Once again it would broaden their economic horizon 
as it were, if this particular rate was going to 
affect a whole host of others. As I am aware, the 
lowest rates in the book are not developmental rates, 
They are competitive, pure and simple. 

Q. Then you follow along from the problem 
that Commissioner Gobeil has mentioned to you: what 
prospect do you see of other developmental rates or 
incentive rates, or anything of that sort, being 


established by the railway when it is going to have 
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(Cumming ) 
7 
- an impact, and presumably a depressing impact, on 
‘ rail revenue all across the country in the handling 
: of any particular commodity? 
; A. I think initially that the effect 
s would be to cause a marked restriction probably in the 
: railway rate making procedures, I think they would 
: probably draw in their horns on this for a while. 
: They would be mindful of the fact that if they lowered 
such and such a rate it would have an impact over a 
~ rather large area, but I don't think it is unreasonable 
H at all to say to the railways that the difference 
if between their lowest and highest shall not be more 
8 than this 140 per cent. It may be initially 
M4 restrictive, but I don't believe that as the thing 
8 worked out it would be nearly as restrictive as one 
16 
at first imagines, 
i Q. At various other sittings of this 
a8 Commission, particularly in some of the regional 
8 sittings, we have heard complaints from various 
40 shipper sources about the slowness on the part of the 
Ht railways in striking competitive rates or making 
u agreed charges, and you have advocated before this 
# Commission that the railways be as free as possible 
4 to meet competitive situations as they arise -- and 
3 they arise from day to day. How can that objective 
i be achieved when under the scheme that you suggest 
3 there is going to be an immediate impact all across 
® the country whenever any shipper comes to the railway 
29 


and says, "I want a particular rate on this particular 
30 
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commodity from A to B"? 

A. Well now, sir, if you don't mind, 
I won't accept your assumption that every time a 
shipper comes in there is going to be an immediate 
impact. The only time you will get an impact is 
Pew a shipper wants a rate lower than the one for 
the same commodity under similar circumstances as 
now exists. That is the only time, and in my 
contemplation normal activity will be confined to that 
rather broad area between the minimum rates as then 
established and the maximum rates established by 
statute, and it will only be in the rather exceptional 
circumstances that one will get a lower rate than 
those presently established. It has been my 
experience that today when you go into negotiate 
a rate what usually happens is that you are within 
some broad negotiating range when you start and 
that the railways are very conscious of what the 
low rates in that area now are, and that is, I think, 
what would happen under this circumstance, so, I 
will admit there will be circumstances where rates 
applied for will be below those presently existing 
and this would be a long drawn out process because 
they would have to consider the overall picture. 

Q. On balance you think the difficulties 
I am suggesting are more imaginative than real? 

A. With respect, I do. Let me say 
this, that the railways are just a big company; they 


are not any quicker or any slower than most companies, 
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If one wanted a horrible example, you can compare it 
with a university, because it takes three months to 
get a real quick decision, 

Q. That is because of the committees? 

An Yes. The railways are not slow because 
they are railways. I think they are slow because they 
are big companies and you have to have this; that is 
Re 

Q. I have only a few more points. On 
page 41 under this scheme you have said the operation 
of Canada's railways should be in the hands o 
railway management. Subsidies of a non-specific 
nature could be withdrawn. I don't understand what 
you mean by the term "non-specific subsidies”. 

A. Weli, a non-specific subsidy, in my 
mind, is the Lake Superior subsidy. 

Q. You mean the bridge subsidy? 

A. Yes, 

Q. Do you have any others in mind? What 
about the Maritime Freight Rates Act? 

hy No; the Maritime Freight Rates Act, 
in my view, is a subsidy to a region on account of 
historical commitment and so on, and I think that 
would stay in terms of this use of "non-specific", 
but I do not believe it should be appended to the 
transportation system the way it is. There is a 
very good quotation which I wish to refer to in 
connection with subsidies in the report of Mr. 


Justice Rand on page 7. It is the first complete 
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paragraph on page 7, and I find myself in agreement 
with that thinking. 

Q. Perhaps we might have that? 

A. "This country has been conceived and 

So far brought along since 1867 primarily 

in terms of political and social 

considerations, Economics by counter- 
balancing empiricism of those factors 
have been harmonized with national unity 
and the spirit of a prosperous and 
progressive people. While, then, 
economic principles may seem to be 
outraged by the means of support to the 
coal industry of the past, in the view 
of the national interest as a whole 
there price has been a small item in 

the general national ledger. But that 

is not to justify that as a fixture 

within limited bounds. The pragmatic 

policy underlying them by its nature 
must regard every aspect of this subject 
matter and modification in any direction 
indicated by results must be accepted as 
essential to such a policy." 

This, «ast aiouaaio te what he means here, 
sir, is that there is a place for subsidies in the 
Canadian picture and that these subsidies may be 
necessary in terms of political and social 


considerations, but I am suggesting that if there are 
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subsidies required, because of this they should be 
explicitly given for those considerations and not 
tied in with the transportation system or part of 
the transportation system, because as soon as you 
start with a subsidy for the railways, then the 
boats and trucks want a subsidy and you pile 
confusion on confusion as it were. If a region is 
entitled to a subsidy in the opinion of the 
government, then of course the government pays it, 
but not through the transportation system, 

Q. That being your view, may I ask you 
what you think about the movement of grain to 
export positions, on this assumption, that the 
railways have called some evidence before this 
Commission and have contended, and presumably will 
continue to submit, that they move grain to export 
positions at an out-of-pocket loss and their suggestion 
is that this be made up by means of a payment from 
the federal treasury which they will describe as 
a subsidy to the farmers but paid through the medium 
of the transportation charges. I think that is 
perhaps a fair summary of their position. How does 
that proposal fit in with what your views as to the 
proper application of a subsidy are? 

A. First of all, I don't think that the 
railways should be required to render a service at 
a loss, and I think there is every reason for applying 
to the movement of export grain the same considerations 


as we would have applied to other movements in Canada 
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under this 140 per cent suggestion, Secondly, whether 
the grain farmers of western Canada require a grain 
subsidy or do not require such a subsidy is something 
that I don't know, but if they do, then I think it 
should be paid to them as a direct subsidy and not 

get it confused with the transportation system, There 
is no problem in paying a direct subsidy: a couple 

of years ago I got a cheque for $200.00 from the 
government because this was a general subsidy payable 
to people who held permanent books in western Canada, 
and this is a perfectly proper thing. But, it should 
not become involved with the transportation system 
because it destroys your resource allocation -- the 
"allocative efficiency of the economy", is the way 
some economists describe it. Then, I think it would 
be wrong also when you work through the transportation 
system to single out one particular area and say, 

as the railway is indeed now saying, "We think there 
should be a subsidy paid to the farmers on western 
grain, but we are going to get it." Why should not 
there be a subsidy on some of the other things on 
which they are losing money -- passenger service? 

This is an old argument, but it does not seem to me 

to have lost any of its force by being restated. If 
you are going to give subsidies you should give them 
to particular people because they are deserving of 

the subsidy having in mind all the circumstances, 

but you should not try and bolster up the Canadian 


Pacific Railway by paying them a subsidy for the 


i ae tsi 
“92 20d wo, 


‘ atglon ® <ebtuaue goouth » ate ate 
on! mott 00,00S% x02 supside a tog To; 
eldayag ehtedsie, Lersaqg, 8 tow aldd caus r: 
.SRARAG MIEZEoK at axcod tronmmreg. BI od oon tao 0 
‘twee $2 tut .gntad megong yldaeteg: Bal ans ‘ba 
mates Koltsiroqeaaty ost atte. Aevlovat bata 
*9) -- SOLlisscolis sotu0ssd, HOE, ayortae: $t SOURORE 
: tew pad al. “yinonoos pai to, youstelize: oviiapolia® ( a ; 
| bigow +f antrg z AOD ot od Poaeb avetmonoce oma 
Sell ditadind oad syeords NIGH, HOY neti veils. goo™w od pi 


a 


a a et ty eal ty 
‘ 


ty enced 


etl haw nerd telvotenag ene tec shane argue : 
) Tony Kates ew" .anives wor bestat al yeawilens add ee 
| NistAe ito a tsors? 343 oF blag ybtedua 6. 4d, Bisons 7 
ton bigode. ysl¢ eit wey oF Bite, ets a stad, ima 
OO apiiat yediio edt.70 amok Zo ybladua &, od ors 
tenivisg aeymeeeng-- yscom gateot ess Kens soee 

Ou 6? mD>28) Fou apo Zt sand tamugeg Bie ae Bt. aint 
+2 botaveee gried’ Yo sotol adt 16 vis daor relate 
aredi: ovis fiveses voy getbladys ovis ot — ne: ont 

to goivesesh eis you sauaoed pa 


 Melpeas® sdt qu cadetod bez yx? gon, ioe 
‘ag? S03, vitedgs 2. mors antyaq ud | r of 


ANGUS. STONEHOUSE & CO. LTD. Harries, cr-ex, 16592 
TORONTO, ONTARIO (Cc ing ) 


movement of grain any more than you should pay them 
a subsidy for the movement of passengers or to 
operate branch lines that are not profitable. That 
is my view. 

Q. You spoke of resource allocation: I 
Suppose it is fair to say in the optimum, the most 
effective allocation of transportation resources in 
Canada would be under a system whereby the low 
cost carrier handled the traffic? 

A. That is correct. 


Q. Taking into account, of course, service 


considerations? 
A. be 


Q. Do you visualize that the scheme 
which you suggest here is so cost oriented that that 
objective can be achieved? 

A. I think there is a very good 
possibility of it, sir, because it is based on 
competition, and unless you have a competitive base 
you don't have the opportunity for the low cost man 
to get in there and get the business, 

Q. You would rely, then, on the forces 
of the market place to produce what over time, in any 
event, will be basically a cost oriented freight rate 
structure? 

A. TOs. .9i2 s 

Q. Subject only to the limitation that 
for what may broadly speaking be described as captive 


traffic there be this 40 per cent ceiling? 
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A Tes, Biz. 

Q. One hundred and forty per cent rate. 

I suppose there would be a statutory floor on any 
rates you would permit, being the lIvel of out-of- 
pocket costs? 

A. I think there could be, sir, but I 
rather question it is necessary. As a matter of fact, 
if the railways in these circumstances wanted to go 
around making rates below their costs, well, the 
onus would be on them. The reason I think you need 
a statutory floor is because under today's | 
circumstances there is a presumption or an attempt at 
least to have the non-competitive areas making up the 
deficit, and that is what is wrong. If you don't have 
the requirement of these people making up the deficit, 
then the railway can charge whatever it likes. 

Q. What you seek to achieve, you feel 
will be brought about by the operation of competition? 

i. I think so, sir. 

Q. Do you not see any danger if the 
railways are freed of their present obligation to 
refrain from making rates from out-of-pocket costs 
that there would be serious inroads on that very 
competition which you say must continue? 

A, No sir, I don't, but I would be quite 
content to see a floor put on just in case your 
suggestion might be correct and my thought might be 


wrong. 


Q. You don't see any danger that, freed 
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of that obligation, the railways may go out and 
erucify -- I will go the whole hog on this -- destroy 
their truck competition? 

A. I must confess ten years ago I was 
very much of a mind to accept the proposition that 
the railways could, by their actions, destroy 
competition, and thus tend to create a monopoly for 
themselves, but I cannot honestly say that I feel 
that today. The way the trucks have come back is 
most surprising, and over the past ten years the 
railway has given them some real lumps, but they 
are in there today and working. in other words, 
they are not quite as frail a flower as I thought ten 
years ago they were. 

Q. Under this system if an agreed charge is 
instituted that will be the bell weather of the 
rates for the particular commodity which is the 
subject of that agreed charge, as I understand your 
scheme, what happens if that agreed charge is 
cancelled? 

ie Then, I think if it was the lowest 
rate applicable for this particular commodity, then 
the railways would be at liberty to alter the rates 
which were held down by that agreed charge if they 
wished, There would be nothing stopping them from 
changing those rates. If they were 140 per cent 
of $1.00 and you cancelled the $1.00 rate and the 
next best rate was $1.10, then the new rate would 


be $1.54, if my arithmetic is correct. 
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Q. Thank you, 
THE CHAIRMAN: We will adjourn now until 
10:00 o'clock tomorrow morning. 


---Adjournment, 
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